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State of Vermont Capital Debt Affordability Advisory Committee — 2020 Report

1. OVERVIEW
Purpose

In accordance with 32 V.S.A., Chapter 13, Subchapter 8 “Management of State Debt,” the Capital
Debt Affordability Advisory Committee (the “Committee” or “CDAAC”) is required to present to
the Governor and the General Assembly each year, no later than September 30, an estimate of the
maximum amount of new long-term net State tax-supported debt that Vermont may prudently
authorize for the next fiscal year. In Sec. 1 of Act No. 104 of 2012, the General Assembly
expressed its intent to move to a biennial capital budgeting cycle “to accelerate the construction
dates of larger projects and thus create jobs for Vermonters sooner than would be possible under
a one-year capital budgeting cycle.” In response, starting with its 2012 Report, the Committee has
formally presented a two-year debt recommendation.

Committee Duties

The Committee is directed, under VSA 32: 1001 as to the considerations upon which it shall
deliberate and report in recommending affordability.

Formal Recommendation

Based upon the economic and financial projections prepared by Economic and Policy Resources,
Inc. (EPR), the administration’s economist, the Committee’s two-year debt recommendation for
fiscal years 2022 and 2023 is $123,180,000, reflecting no change from the previous biennium
recommendation of $123,180,000. CDAAC’s formal recommended debt authorization complies
with the State’s triple-A debt affordability guidelines, other than (i) the debt per capita guideline
and (ii) the debt as a percentage of personal income in FY 2021 and FY 2022, as described in
Section 3, “Debt Guidelines,” is consistent with the current expectations of the rating agencies,
and demonstrates that the State continues to manage its debt issuance program in a prudent and
restrained manner.

As part of the annual review process, CDAAC conducted a comprehensive review of affordability
factors and metrics. The Committee reviewed the State’s annual cost of debt service as a
percentage of revenues, and other debt ratios such as debt as a percentage of gross state product,
debt as a percentage of personal income and debt per capita. While the Committee has primarily
used this consistent set of debt metrics for a number of years, the Committee also had an initial
review of metrics used by other States. That review will be continued and expanded in the
following year in the working group, which was initially established to evaluate the best use of
bond premium, the benefits of the State increasing its Pay-go funds and possible sources for
deferred maintenance funding, as discussed below. Consistent with the criteria used by the rating
agencies to evaluate U.S. states’ overall credit ratings, CDAAC also reviewed debt metrics when
combined with other state long-term liabilities, including pensions and other post-employment
benefits. In 2020, CDAAC also analyzed a decrease of revenues and interest rate increases, to view
the debt metrics and how they relate to the State’s guidelines. See Section 6, “State Guidelines and
Recent Events” for a detailed discussion of CDAAC’s analytical approach.

As stated in past CDAAC reports, the more limited debt issuance among the State’s peer triple-A
rated states over the past several years and the State issuing more debt than it has been retiring has
weakened the State’s relative position compared to its peers. The Committee was concerned by
this trend, and thus lowered the last biennium recommendation in 2018. Due to the unprecedented
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economic repercussions from the COVID-19 pandemic, the CDAAC decided not to change its
biennial recommendation from the current level. Given the unprecedented time, the Committee
may seek to revise its recommendation in the future in order to enable the State to react to the
changing circumstances in the COVID-19 environment. As such, the projected debt issuance of
$144,245,000 in FY 2021 (related to previously authorized but unissued debt) and the
recommended $61,590,000 per year thereafter, the State is only projected to have a marginally
higher (3.0%) amount of debt outstanding at the end of the 10-year projection period in fiscal 2031
versus the amount outstanding in the current fiscal year 2021. Thus, the State’s overall projected
issuance during this time period is slightly in excess of its scheduled aggregate debt retirements.
See “Long-Term Net Tax-Supported Debt and Debt Service Projections” on the following pages.
Upon careful consideration, including, but not limited, to 32 VSA: 1001; sections (c)(6), (c)(7),
(©)(8), (c)(9)(A), and (c)(9)(B), CDAAC opted to maintain the current biennium authorization.

Definition of Vermont’s “Long-Term Net Tax-Supported Debt”

As a matter of practice, while the CDAAC legislation refers to an authorization of “net tax-
supported debt,” the amount of net tax-supported debt for the State has, prior to 2019, meant only
general obligation (or “G.0.”) and capital leases (“Capital Leases”) debt, and prior CDAAC
reports assumed only G.O. debt and Capital Leases for purposes of calculating its projected net
tax supported debt ratios. However, rating agencies generally consider revenue bond debt repaid
from state general revenue sources as part of a state’s net tax-supported debt. The Vermont
Housing Finance Agency’s property transfer tax bonds issued in January 2018 (“VVHFA Property
Transfer Bonds”) are paid through a direct appropriation of State general revenues. Moody’s, the
only rating agency that was requested to rate the VHFA Property Transfer Bonds, includes these
bonds, along with G.O. debt and Capital Leases, as part of the State’s net tax supported debt. For
these reasons, CDAAC began including the VHFA Property Transfer Bonds as net tax supported
debt for authorization and ratio calculation purposes in 2019. As indicated in Section 6, “State
Debt Guidelines and Recent Events,” the rating agencies also include the State’s special obligation
transportation infrastructure bonds (“TIBs”), as part of net tax-supported debt; however, unlike the
VHFA Property Transfer Bonds, the TIBS are not paid by a direct appropriation of State general
revenues and are rather paid from assessments that are segregated revenue dedicated for capital
funding and not considered a general revenue source by the State. Nevertheless, after internal
analysis and discussion, the State will, beginning with this report, treat the TIBs as net tax-
supported debt in its debt statement. In prior CDAAC reports, the “Dashboard Indicators” debt
metrics were calculated with and without TIBs. See Section 3, “Debt Guidelines” for further
information.

Debt Authorizations and Issuance Amounts

The following chart presents the amounts of G.O. debt that have been authorized and issued by the
State since fiscal year 2004 on a biennial basis. As shown below, the State has experienced a
significant increase in debt authorizations and issuances over the last seventeen years. For the
period from 2004-2015, the biennial issuance approximately doubled; however, in recent years the
State has taken steps to reduce its biennial authorization. The 2022-2023 authorization is a 17%
reduction from the 2014-2015 biennial authorization amount of $159.9 million. The compound
annual growth rate in debt authorizations from 2004 to 2021 has been 2.6%. Including the 2022-
2023 recommended authorization amount, the compound annual growth rate in debt authorizations
is 2.3%.
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STATE OF VERMONT
HISTORICAL GENERAL OBLIGATION. BOND AUTHORIZATIONS AND ISSUANCE
BY BIENNIUM]W@®
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MAnnual issuances do not include refunding bonds. Authorized but unissued debt has been carried forward and employed in
subsequent years’ bond issuances.

@Pursuant to Section 34 of Act 104 of 2011, commencing in fiscal year 2013, premium received from the sale of bonds may be
applied towards the purposes for which such bonds were authorized.

G)The “Authorized” amount reflects the two-year authorized amount of the General Assembly. These amount exclude any amounts
authorized that relate to the principal amount of bonds authorized in prior biennial capital bills but not issued due to the use of
original issue bond premium to fund capital projects. The “Recommended” amount reflects the recommended two-year
authorization amount of the Committee.

For fiscal years 2020-2021, the General Assembly authorized $123,180,000 in new general obligation
bonds. In addition, there was at that time, $109,170,582.65 outstanding from prior year
authorizations. In August 2019, the State issued $88,255,000 2019 Series A Bonds (“2019A Bonds”)
that produced $99,736,687.17 in proceeds available for capital projects within the State. The 2019A
Bonds were issued at a net premium in the amount of $11,481,687.17. The 10-year projection of State
debt assumes that the State issues in FY 2021 the remaining authorization of $144,245,000
($144,248,255.48, rounded down to the nearest $5,000 denomination), representing the balance of
the previous biennium authorization amount to $109,170,582.65, plus current biennium authorization
of $123,180,000, less the amount funded with proceeds from the issuance of the 2019A Bonds in the
amount of $99,736,687.17 plus unissued gross bond premium of $11,634,360.00 that was recently
authorized by the 2020 Capital Bill Adjustment as described below..
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Capital Funding and Capital Plan

For fiscal years 2020-2021, the General Assembly in the 2019 Capital Bill (H.543), as amended
by the 2020 Capital Bill Adjustment (Act 139), authorized $123,180,000.00 in total capital project
spending in new general obligation debt and are able to utilize an additional $11,634,360.00 in
transfers and reallocations via the unissued bond premium from the 2019 A Bonds. The proceeds
of the bonds will be allocated for building community grants, renovation projects and land
acquisitions to the Department of Military, the ongoing commitment for Vermont’s Clean Water
Initiative, needed investments in State-owned buildings and facilities, and other appropriations of
the State.

Vermont’s Department of Building and General Services prepares an annual report on or before
each January 15" to provide information on encumbrances, spending and project progress for
authorized capital projects based on reporting received by the agencies that have received capital
appropriations. With the passage of 32 V.S.A. § 310 and as amended in 2019, the Administration
is required to prepare and revise a ten-year State capital program plan on an annual basis,
submitting it for approval by the general assembly. The statute requires the plan to include a list
of all recommended projects in the current fiscal year, plus the following nine fiscal years
thereafter. The recommendations include an assessment, projection of capital needs, a
comprehensive financial assessment, and an estimated cost of deferred infrastructure maintenance
in State building and facilities. CDAAC believes that long-term capital planning coupled with
projected funding sources will result in a more efficient funding process for State capital projects.
The working group that CDAAC established to evaluate the best use of bond premium and the
benefits of the State increasing its Pay-go funds has been tasked with reviewing the capital budget
and 10-year capital program to provide suggestions regarding the funding for deferred
maintenance consistent with CDAAC’s past discussions and rating agency guidance as discussed
below.

In 2018, CDAAC reviewed rating agencies’ concerns regarding the level of state and local
governments’ deferred maintenance on critical infrastructure and likelihood of this becoming an
increasing focus in the rating agencies’ evaluation of the creditworthiness. S&P published a report
in May 2018 titled Between a Budget and a Hard Place: The Risks of Deferring Maintenance for
U.S. Infrastructure that outlined the growing level of deferred maintenance in the U.S. and the
absence of a standard for measuring the amount of deferred maintenance. The report also
discussed the need for state and local governments to identify and report on deferred maintenance
and for governments to establish asset replacement funding solutions. In 2020, S&P published a
report in January 2020 titled Finding Balance in Today’s Lower-For-Longer Economy that
summarizes the state outlooks for the future regarding pensions costs, economic challenges and
Medicaid expansion and funding, among others. The topic of infrastructure spending is highlighted
as a topic of national importance as federal funding could be decided before or after the 2020
general election.
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2. STATE DEBT

In general, the State has borrowed money by issuing G.O. bonds, the payment of which the full
faith and credit of the State are pledged. The State has also borrowed money to finance
transportation capital projects by issuing TIBs, the payment of which is not secured by the full
faith and credit of the State. The State has also authorized the Vermont Housing Finance Agency
(VHFA) to issue bonds to finance affordable housing projects and use a portion of the State’s
property transfer tax to pay the bonds’ debt service. The State also has established certain statewide
authorities that have the power to issue revenue bonds, that are not secured by State taxes, for
which the State has contingent or limited liability.

As stated above, the Committee has included the State’s G.O. debt and Capital Leases as State net
tax, but now also recognizes VHFA Property Transfer Bonds, as well as TIBs, as being part of net
tax-supported debt.

General Obligation Bonds

The State has no constitutional or other limit on its power to issue G.O. bonds besides borrowing
only for public purposes. Pursuant to various appropriation acts, the State has authorized and
issued G.O. bonds for a variety of projects or purposes. Each appropriation act usually specifies
projects or purposes and the amount of General Fund, Transportation Fund or Special Fund bonds
to be issued, and provides that payment thereof is to be paid from the General, Transportation or
Special Fund. Currently, the State has outstanding G.O. bonds payable primarily from the State’s
General Fund.

The State Treasurer, with the approval of the Governor, is authorized to issue and sell bonds that
mature not later than twenty (20) years after the date of such bonds and such bonds must be payable
in substantially equal or diminishing amounts annually. Under the General Obligation Bond Law,
except with respect to refunding bonds, the first of such annual payments is to be made not later
than five years after the date of the bonds. All terms of the bonds shall be determined by the State
Treasurer with the approval of the Governor as he or she may deem for the best interests of the
State.

VHFEA Property Transfer Bonds

The VHFA Property Transfer Bonds were issued in January 2018 are payable through revenues
received via a State tax upon the transfer by deed of title to property located within the State. The
bonds were issued generally with a level debt service amortization structure and are scheduled to
mature in November 2037. The Committee has categorized the VHFA Property Transfer Bonds
as net tax-support debt commencing with the 2019 CDAAC Report (see “Definition of Vermont’s
Long-Term Net Tax-Supported Debt”).

Special Obligation Transportation Infrastructure Bonds (T1Bs)

The State issued Special Obligation Transportation Infrastructure Bonds in 2010, 2012 and 2013.
The debt service of the TIBs are payable from assessments on motor vehicle gasoline and motor
vehicle diesel fuel that are segregated apart from all other Transportation Fund revenue, thus the
assessments are not considered a general revenue source by the State and the State is not obligated
to use any other funds to cover debt service on TIBs. Nevertheless, the TIB revenue is considered
tax-revenue of the State and thus the rating agencies consider TIBs as part of net tax-supported
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debt. Commencing with the 2020 CDAAC Report, the Committee will recognize the TIBS as net
tax-supported debt (see “Definition of Vermont’s Long-Term Net Tax-Supported Debt™).

Capital Leases
The State also includes capital leases in its total of net tax-supported debt. A capital lease is
considered to have the economic characteristics of asset ownership, and is considered to be a
purchased asset for accounting purposes. By comparison, an operating lease is treated as a rental
for accounting purposes. A lease is considered to be a capital lease if any one of the following four
criteria are met:

1. The life of the lease is 75% or longer than the asset’s useful life;

2. The lease contains a purchase agreement for less than market value;

3. The lessee gains ownership at the end of the lease period; or

4. The present value of lease payments is greater than 90% of the asset’s market value.

The total amount of Capital Leases as of June 30, 2020, with a fair market value of $9.157 million,
is included as net tax-supported debt.

The Government Accounting Standards Board (“GASB”) implemented “New Government Lease
Accounting Standards (“GASB 87)” in which it updates its definition of a lease, effective for
financial reporting periods after December 15, 2019. The 2020 CDAAC Report incorporated the
State’s financial reporting changes related to its leases based on GASB 87. No changes to the
State’s Capital Leases occurred.

Current Status

Long-Term Net Tax-Supported Debt outstanding as of June 30, 2020 was $678,602,331. The
amount authorized but unissued State general obligation debt as of June 30, 2020 was
$132,613,895.48, which consists of the previous biennium authorization amount of
$109,170,582.65, plus the current biennium authorization of $123,180,000, less the amount funded
with proceeds from the issuance of the 2019A Bonds in the amount of $99,736,687.17.

Following the enactment of the 2020 Capital Bill Adjustment (Act 139) on July 6, 2020, which
included an additional bonding authorization of $11,634,360.00 related to the bond premium from
the issuance of the 2019A Bonds, the current authorized and unissued amount is now
$144,248,255.48.

General Obligation Credit Ratings

The State of Vermont’s triple-A general obligation ratings were downgraded by Moody’s Investors
Service (“Moody’s”) to Aal and Fitch Ratings (“Fitch”) to AA+ in October 2018 and July 2019,
respectively and were affirmed in June 2020. S&P Global Ratings (“S&P”) affirmed the State of
Vermont’s general obligation rating of AA+ in July 2019. Moody’s rationale for the downgrade
is as follows:

"The downgrade of the ratings incorporates an economic base that faces low growth prospects
from an aging population. At the same time, the state’s leverage, measured by debt and unfunded
post-employment obligations relative to GDP, is high among states and especially so among the
highest rated states. With slower than average growth, Vermont’s long-term liabilities will weigh
more heavily on its economic base and may manifest in growing cost pressures"
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Fitch’s basis for the downgrade is as follows:

"The downgrade of Vermont’s IDR (Issuer Default Rating) and GO rating to ‘AA+’ from ‘AAA’
reflect Fitch’s lowered assessment of the state’s revenue framework, in particular, an expectation
of slower growth prospects going forward. Fitch considers Vermont’s growth prospects to be more
consistent with most of its New England peers, which generally face similar economic and
demographic headwinds."

TIBs Credit Ratings

In 2012, S&P upgraded the State’s Special Obligation Transportation Infrastructure Bonds from
“AA” to “AA+” with a stable outlook. S&P indicated that the upgrade reflected strengthened debt
service coverage, and further intention by the State to maintain coverage at no less than 3x, which
is viewed as a strong credit factor. In 2018 and 2020, Moody’s and Fitch both affirmed their Aa2
and AA ratings, respectfully, for the TIBs.

Net Tax-Supported Debt Outstanding

The State’s aggregate Long-Term Net Tax-Supported Debt principal amount of debt increased
from $627.8 million, as of June 30, 2019, to $678.6 million, as of June 30, 2020, an increase of
8.1% due to the State issuing bonds in fiscal year 2020, as well as the inclusion of TIBs. The table
below sets forth the sources of the change in net tax-supported debt outstanding from fiscal year
2019 to fiscal year 2020 (in thousands).

Net Tax-Supported Debt as of 6/30/19 $627,818
G.O. New Money Bonds Issued 88,255
G.O. Refunding Bonds Issued 39,5625
TIBs Inclusion 23,440
Less: Retired G.O. Bonds (47,075)
Less: Retired G.O. Refunded Bonds (51,760)
Less: Retired Capital Lease (261)

Less: Retired VHFA Property Transfer Bonds (1,340)

Net Tax-Supported Debt as of 6/30/20 $678,602

(THIS SPACE INTENTIONALLY LEFT BLANK)
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STATE OF VERMONT

Debt Statement

As of June 30, 2020 (In Thousands)

General Obligation Bonds:

General Fund $610,182
Transportation Fund 2,813
VHFA Property Transfer Tax Bonds:

Property Transfer Tax Bonds, Series 2018 $33,010
Capital Leases:

27 Federal Street, St. Albans $9,157
Transportation Infrastructure Bonds:

Special Obligation Transportation $23,440
Infrastructure Bonds (TIBs)

Reserve Fund Commitmentst:

VVermont Municipal Bond Bank $604,030
Vermont Housing Finance Agency 155,000
Vermont Economic Development Authority 181,000
Vermont Student Assistance Corporation 50,000
Vermont Telecommunications Authority? 40,000
University of Vermont/State Colleges 100,000
Gross Direct and Contingent Debt $1,808,632
Less:

Reserve Fund Commitments (1,130,030)
Net Tax-Supported Debt $678,602

Figures reflect the maximum amount permitted by statute. However, many of the issuers have not issued debt or have
not issued the maximum amount of debt permitted by their respective statute. See “Moral Obligation Indebtedness”
herein for additional information.

2The General Assembly dissolved the Vermont Telecommunications Authority in 2014, however, this amount remains
available to the Vermont Telecommunications Authority by statute should it ever be reconstituted.
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STATE OF VERMONT
LONG-TERM NET TAX-SUPPORTED DEBT OUTSTANDING FY 2011-2020
(in millions of dollars)
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The table below sets forth the State’s existing principal amounts outstanding and annual debt
service requirements, as of June 30, 2020, without the issuance of any additional debt. Rating
agencies consider Vermont’s rapid debt amortization, with almost 72.5% of current principal
retired by fiscal year 2031, to be a positive credit factor.

OUTSTANDING NET TAX-SUPPORTED DEBT
(in thousands of dollars)

NET TAX-SUPPORTED DEBT

GO Debt Revenue Bonds
General Fund Transportation Fund TIBs VHFA Transfer Tax Bonds Capital Leases Total

Fiscal | Principal Debt Principal Debt Principal Debt Principal Debt Principal Debt Principal Debt
Year |Outstanding Service* |Outstanding  Service |Outstanding  Service Outstanding Service  |Outstanding  Service | Outstanding| Service*
2020 610,182 76,504 2,813 560 23,440 2,498 33,010 2,499 9,157 835 678,602 82,897
2021 556,504 75,794 2,396 541 21,710 2,503 31,635 2,500 8,862 854 621,107 82,191
2022 505,697 70,906 1,978 522 19,925 2,506 30,225 2,498 8,529 873 566,354 77,304
2023 456,745 67,123 1,560 502 18,090 2,502 28,775 2,499 8,157 893 513,327 73,519
2024 410,145 62,873 1,300 327 16,205 2,503 27,280 2,501 7,741 913 462,671 69,117
2025 363,590 60,958 1,040 317 14,260 2,506 25,745 2,496 7,280 933 411,915 67,210
2026 319,040 57,118 780 306 12,265 2,497 24,155 2,502 6,770 954 363,010 63,377
2027 276,420 53,466 520 295 10,200 2,503 22,515 2,500 6,207 976 315,862 59,739
2028 236,100 49,571 260 283 8,070 2,498 20,820 2,501 5,588 998 270,838 55,852
2029 197,910 45,972 - 272 5,865 2,499 19,070 2,498 4,908 1,020 227,753 52,261
2030 161,865 42,463 - - 3,580 2,503 17,255 2,501 4,164 1,043 186,864 48,510
2031 129,040 37,949 - - 2,205 1,508 15,375 2,499 3,352 1,067 149,972 43,022

* Debt service has been calculated using the net coupon rates on all Build America Bonds taking into account the interest
subsidy from the federal government. The entire amount of the Build America Bonds is allocated to the General Fund.
Totals may not agree due to rounding.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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Long-Term Net Tax-Supported Debt and Debt Service Projections

The State’s projected annual Long-Term Net Tax-Supported Debt service and debt outstanding
are presented on the following pages and summarized below. The projected debt service, interest
rates of 5%, and assumes the issuance $144,245,000 in FY 2021 and $61,590,000 each fiscal year
from 2022-2031.

PROJECTED LONG-TERM NET TAX-SUPPORTED DEBT
DEBT SERVICE AND DEBT OUTSTANDING*
(in thousands of dollars)

Long-Term Net Long-Term Net
Tax Supported Tax Supported
Fiscal Year Debt Debt
Endin Debt Service Outstandin

6/30/2020 82,897 6.50% 678,602 8.09%
6/30/2021 82,191 -0.85% 765,352 12.78%
6/30/2022 91,727 11.60% 764,979 -0.05%
6/30/2023 93,740 2.19% 763,252 -0.23%
6/30/2024 94,983 1.33% 760,816 -0.32%
6/30/2025 98,568 3.77% 755,200 -0.74%
6/30/2026 100,071 1.53% 748,355 -0.91%
6/30/2027 101,616 1.54% 740,187 -1.09%
6/30/2028 102,758 1.12% 731,063 -1.23%
6/30/2029 104,042 1.25% 720,798 -1.40%
6/30/2030 105,012 0.93% 709,649 -1.55%
6/30/2031 104,091 -0.88% 699,417 -1.44%

* Please see table titled “Historic and Projected Debt Ratios” for projected debt relative to projected Vermont revenues.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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EXISTING AND PROJECTED LONG-TERM NET TAX-SUPPORTED DEBT SERVICE ($000)

2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 Total
Current Issue Issue Issue Issue Issue Issue Issue Issue Issue Issue Issue Est.
FY D/S*  $144.245M 61.590M 61.590M 61.590M 61.590M 61.590M 61.590M 61.590M 61.590M 61.590M 61.590M D/S
5.00% 5.00% 5.00% 5.00% 5.00% 5.00% 5.00% 5.00% 5.00% 5.00% 5.00%
2021 82,191 0 0 0 0 0 0 0 0 0 0 0 82191
2022 77,304 14,422 0 0 0 0 0 0 0 0 0 0 91,727
2023 73,519 14,062 6,160 0 0 0 0 0 0 0 0 0 93,740
2024 69,117 13,701 6,006 6,160 0 0 0 0 0 0 0 0 94,983
2025 67,210 13,341 5,852 6,006 6,160 0 0 0 0 0 0 0 98,568
2026 63,377 12,980 5,698 5,852 6,006 6,160 0 0 0 0 0 0 100,071
2027 59,739 12,620 5,544 5,698 5,852 6,006 6,160 0 0 0 0 0 101,616
2028 55,852 12,259 5,390 5,544 5,698 5,852 6,006 6,160 0 0 0 0 102,758
2029 52,261 11,899 5,236 5,390 5,544 5,698 5,852 6,006 6,160 0 0 0 104,042
2030 48,510 11,538 5,082 5,236 5,390 5,544 5,698 5,852 6,006 6,160 0 0 105,012
2031 43,022 11,178 4,928 5,082 5,236 5,390 5,544 5,698 5,852 6,006 6,160 0 104,091
EXISTING AND PROJECTED LONG-TERM NET TAX-SUPPORTED DEBT PRINCIPAL PAYMENTS ($000) |
2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 Total
Current Issue Issue Issue Issue Issue Issue Issue Issue Issue Issue Issue Est.
FY Principal* $144.245M 61.590M  61.590M  61.590M  61.590M  61.590M  61.590M  61.590M  61.590M  61.590M  61.590M Principal
2021 57,495 0 0 0 0 0 0 0 0 0 0 0 57,495
2022 54,753 7,210 0 0 0 0 0 0 0 0 0 0 61,963
2023 53,028 7,210 3,080 0 0 0 0 0 0 0 0 0 63,318
2024 50,655 7,210 3,080 3,080 0 0 0 0 0 0 0 0 64,025
2025 50,756 7,210 3,080 3,080 3,080 0 0 0 0 0 0 0 67,206
2026 48,905 7,210 3,080 3,080 3,080 3,080 0 0 0 0 0 0 68,435
2027 47,148 7,210 3,080 3,080 3,080 3,080 3,080 0 0 0 0 0 69,758
2028 45,024 7,210 3,080 3,080 3,080 3,080 3,080 3,080 0 0 0 0 70,714
2029 43,084 7,210 3,080 3,080 3,080 3,080 3,080 3,080 3,080 0 0 0 71,854
2030 40,889 7,210 3,080 3,080 3,080 3,080 3,080 3,080 3,080 3,080 0 0 72,739
2031 36,893 7,210 3,080 3,080 3,080 3,080 3,080 3,080 3,080 3,080 3,080 0 71,823
EXISTING AND PROJECTED LONG-TERM NET TAX-SUPPORTED DEBT OUTSTANDING ($000) |
2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 Total
Current Issue Issue Issue Issue Issue Issue Issue Issue Issue Issue Issue Est.
FY Debt* $144.245M 61.590M 61.590M 61.590M 61.590M 61.590M 61.590M 61.590M 61.590M 61.590M  61.590M Debt
2020 678,602 0 0 0 0 0 0 0 0 0 0 0 678,602
2021 621,107 144,245 0 0 0 0 0 0 0 0 0 0 765,352
2022 566,354 137,035 61,590 0 0 0 0 0 0 0 0 0 764,979
2023 513,327 129,825 58,510 61,590 0 0 0 0 0 0 0 0 763,252
2024 462,671 122,615 55,430 58,510 61,590 0 0 0 0 0 0 0 760,816
2025 411,915 115,405 52,350 55,430 58,510 61,590 0 0 0 0 0 0 755,200
2026 363,010 108,195 49,270 52,350 55,430 58,510 61,590 0 0 0 0 0 748,355
2027 315,862 100,985 46,190 49,270 52,350 55,430 58,510 61,590 0 0 0 0 740,187
2028 270,838 93,775 43,110 46,190 49,270 52,350 55,430 58,510 61,590 0 0 0 731,063
2029 227,753 86,565 40,030 43,110 46,190 49,270 52,350 55,430 58,510 61,590 0 0 720,798
2030 186,864 79,355 36,950 40,030 43,110 46,190 49,270 52,350 55,430 58,510 61,590 0 709,649
2031 149,972 72,145 33,870 36,950 40,030 43,110 46,190 49,270 52,350 55,430 58,510 61,590 699,417
*Includes State General Obligation Bonds, TIBs and VHFA Property Transfer Bonds.
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Net Tax-Supported Debt Service by Fiscal Year

The State’s scheduled Long-Term Net Tax-Supported Debt Service requirement (“D/S”) for fiscal
year 2021 is $82.2 million, 2.2% more than the $80.4 million paid in fiscal year 2020 due to the
addition of the TIBs. Fiscal year 2021 D/S would have decreased 1.0% if the TIBs were not
included.

STATE OF VERMONT
CHANGE IN NET TAX SUPPORTED DEBT SERVICE (FY 20 - FY 21)

(in $ thousands)

Long-Term Net Tax-Supported D/S Paid in FY 2020%23# $80,399
Decrease in D/S Requirement FY 2020 (711)
D/S Increase Due to Inclusion of TIBs 2,503
Long-Term Net Tax-Supported D/S Due in FY 20214 $82,191

! The debt service amount shown includes the interest subsidy from the federal government
(calculated to be $906,547.25 during FY 2020), payable on the $37,600,000 Build America Bonds
2010 Series A-2 issue through the redemption date of September 16, 2019 and on the $40,000,000
2010 Series D-2 bond issue through the entire fiscal year. See “Sequestration and Potential Impact
on Build America Bonds Subsidy” herein for a discussion of the impact of sequestration on the
State’s subsidy.

2 Includes debt service on the 2019 Refunded Bonds prior to the call date.

3 Includes debt service on the 2019A Bonds issued in the aggregate amount of $88,255,000 and the
2019B Refunding Bonds issued in the aggregate amount of $39,525,000 issued on August 15, 2019.

4 The net debt service amount shown includes the interest subsidy from the federal government
(calculated to be $539,875 during FY 2021), payable on the $38,750,000 2010 Series D-2 bond
issue through the entire fiscal year. See “Sequestration and Potential Impact on Build America
Bonds Subsidy” herein for a discussion of the impact of sequestration on the State’s subsidy.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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STATE OF VERMONT
HISTORICAL LONG-TERM NET TAX-SUPPORTED DEBT
DEBT SERVICE!?
(millions of dollars)
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IConsists of G.O. and Capital Leases debt prior to fiscal year 2020, consists of G.O., Capital Leases and VHFA
Property Transfer Bonds commencing in fiscal year 2020 and consists of Long-Term Net Tax-Supported Debt
commencing in fiscal year 2021. Fiscal year 2014 debt service includes an additional principal amortization
of $3,150,000 that was structured to expend bond funded original issuance premium within 12 months of the
issue date to satisfy Internal Revenue Service requirements. Going forward this has not been necessary due to
the 2012 amendment to 32 V.S.A. § 954 to permit the use of bond premium for capital projects.

2See table titled “Historic and Projected Debt Ratios™ for debt ratios relative to historic Vermont revenues and
economic data.
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STATE OF VERMONT
GENERAL OBLIGATION DEBT SERVICE, FY 2002-2019
ADJUSTED FOR INFLATION (in millions of dollars)
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Authorized, But Unissued Debt

CDAAC believes the State should work to return to its historical practice to annually extinguish
all or a large portion of the authorized amount of debt to avoid a rising residual amount of
authorized but unissued debt that could be viewed unfavorably by the rating agencies.

As discussed in Section 6, “State Guidelines and Recent Events, Statutory Change Relating to Use
of Bond Premium and Effect on Affordability” effective in fiscal year 2013, 32 V.S.A. § 954 was
amended to permit the use of bond premium received from issuance of debt for capital purposes.
The effect of this legislative change is that if future bonds are issued with a net original issuance
premium, the par amount of bonds will be less than the authorized amount and the difference will
become available for additional authorization as “unissued principal.” CDAAC believes that the
advantage of additional funding capacity associated with this legislative change far outweighs the
additional unissued amounts that may result, and that the annual amount of unissued bonds will
continue to be manageable.

Moral Obligation Indebtedness
Provided below is a summary of the State’s moral obligation commitments as of June 30, 2020:

Reserve Fund Commitments (all figures as of June 30, 2020):

1. Vermont Municipal Bond Bank (VMBB): The VMBB was established by the State in 1970 for
the purpose of aiding governmental units in the financing of their public improvements by
making available a voluntary, alternate method of marketing their obligations in addition to
the ordinary competitive bidding channels. By using the VMBB, small individual issues of
governmental units can be combined into one larger issue that would attract more
investors. The VMBB is authorized to issue bonds in order to make loans to municipalities in
the State through the purchase of either general obligation or revenue bonds of the
municipalities. Municipal loan repayments to the VMBB are used to make the VMBB’s bond
payments. On April 19, 2016, the State amended provisions with respect to the State
Treasurer’s ability to intercept State funding to governmental units that are in default on their
payment obligations acquired or held by the VMBB all further payment to the governmental
unit, until the default is cured. During the default period, the State Treasurer will make direct
payment of all, or as much as necessary, of the withheld amounts to the VMBB, or at the
VMBB’s direction, to the trustee or paying agent for the bonds, so as to cure, or cure insofar
as possible, the default as to the bond or the interest on the bond. The VMBB consists of five
directors: the State Treasurer, who is a director ex-officio, and four directors appointed by the
Governor with the advice and consent of the Senate for terms of two years. As of June 30,
2020, the VMBB has issued 72 series of bonds (including refundings) under its general bond
resolution adopted on May 3, 1988 (the “1988 Resolution™). The principal amount of bonds
outstanding as of June 30, 2020 was $ 604,030,000, and the principal amount of loans
outstanding to municipal borrowers as of June 30, 2020 was $580,545,573. For bonds issued
under the 1988 Resolution, the VMBB is required to maintain a reserve fund equal to the lesser
of: the maximum annual debt service requirement, 125% of average annual debt service, or
10% of the proceeds of any series of bonds. If the reserve funds have less than the required
amount, the VMBB chair shall notify the Governor or Governor-elect of the deficiency. The
General Assembly is legally authorized, but not legally obligated, to appropriate money to
maintain the reserve funds at their required levels. Since the participating municipalities have
always met their obligations on their bonds the State has never needed to appropriate any
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money to the reserve fund, and it is not anticipated that it will need to make an appropriation
in the future. Based on the long history of the VMBB program, the rating agencies credit
assessment of the underlying loans of the portfolio, the G.O. pledge of the underlying
borrowers for a high percentage of the loan amounts and the State intercept provision for the
payment of debt, it is not anticipated that it will be necessary for the State to appropriate money
for the reserve fund. As of June 30, 2020, the VMBB has also issued two series of bonds under
a new general bond resolution adopted on March 30, 2017 (the “2017 Resolution”) for the
Vermont State Colleges System (“VSCS”) Program. The 2017 Resolution is for VSCS
financings only. As of June 30, 2020, the principal amount of bonds outstanding under the
2017 Resolution was $91,845,000 . The 2017 Resolution bonds are not supported by a reserve
fund. The State Treasurer, the VMBB and the Commissioner of the Vermont Department of
Finance and Management entered into a State Intercept Memorandum of Agreement to
establish procedures with respect to the intercept of State funds described above in regards to
the VSCS outstanding bonds. The VMBB has expressed its intention to rely less on securing
its future bond issues with the moral obligation pledge and put more reliance on using the State
intercept funding security provisions. For additional information about the VMBB, see its
most recent disclosure document, which can be found on the Electronic Municipal Market
Access (“EMMA”) system at
https://emma.msrb.org/IssuerHomePage/Issuer?id=18CA7C36100779C7E053151ED20AED

DA&type=M

. Vermont Housing Finance Agency: The VHFA was created by the State in 1974 for the
purpose of promoting the expansion of the supply of funds available for mortgages on
residential housing and to encourage an adequate supply of safe and decent housing at
reasonable costs. The VHFA Board consists of nine commissioners, including ex-officio the
Commissioner of the Department of Financial Regulation, the State Treasurer, the Secretary
of Commerce and Community Development, the Executive Director of the Vermont Housing
and Conservation Board, or their designees, and five commissioners to be appointed by the
Governor with the advice and consent of the Senate for terms of four years. The VHFA is
empowered to issue notes and bonds to fulfill its corporate purposes. As of June 30, 2020, the
VHFA'’s total outstanding indebtedness was $496,126,087. The VHFA’s act requires the
creation of debt service reserve funds for each issue of bonds or notes based on the VHFA’s
resolutions and in an amount not to exceed the “maximum debt service.” Of the debt that the
VHFA may issue, up to $155,000,000 of principal outstanding may be backed by the moral
obligation of the State, which means that the General Assembly is legally authorized, but not
legally obligated, to appropriate money for any shortfalls in the debt service reserve funds for
that debt. If the reserve fund requirement for this debt has less than the required amount, under
the act, the chairman of the VHFA will notify the Governor or the Governor-elect, the president
of the senate and the speaker of the house of the deficiency. As of June 30, 2020, the principal
amount of outstanding debt covered by this moral obligation was $51,301,524. As of June 30,
2020, the debt service reserve fund requirement for this debt was $$3,772,461, and the value
of the debt service reserve fund was $4,037,389. Since the VHFA'’s creation, it has not been
necessary for the State to appropriate money to maintain this debt service reserve fund
requirement. For additional information about the VHFA, see its most recent disclosure
document, which can be found on the EMMA system at
https://emma.msrb.org/IssuerHomePage/lssuer?id=6BF2519F3FCD38EBEQ053151E6E0ASC

AB&type=M
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3. Vermont Economic Development Authority (VEDA): VEDA has established credit facilities
with two banks to fund loans to local and regional development corporations and to businesses
under certain programs. VEDA'’s debt is a combination of commercial paper and variable and
fixed-rate notes payable. The commercial paper is supported by two direct-pay letters of credit
totaling $95 million from one of the banks. The direct-pay letters of credit are collateralized
from various repayment sources, including a $15 million collateral reserve fund held by a
trustee and a debt service reserve fund pledge from the State in an amount of $80
million. VEDA has two variable-rate and two fixed-rate notes payable from a second bank
totaling $117 million. The notes are collateralized from various repayment sources, including
a $9.7 million collateral reserve fund held by a trustee and a debt service reserve fund pledge
from the State in an amount of $75 million. The debt service reserve pledges totaling $155
million are based on a similar structure utilized by both the Vermont Municipal Bond Bank
and the Vermont Housing Finance Agency as discussed above. The amount of commercial
paper outstanding under this program at June 30, 2020 was $91.0 million, which is part of the
variable and fixed-rate note payable balances outstanding as of June 30, 2020 were $99 million.
Act No. 79, enacted in June 2019, increased VEDA’s debt capacity from $175,000,000 to
$181,000,000, effective July 1, 2019. For additional information about VEDA, see its most
recent disclosure document, which can be found on the EMMA system at
http://emma.msrb.org.

4. Vermont Telecommunications Authority (VTA): VTA was created in 2007 to facilitate
broadband and related access to Vermonters, and received authorization for $40 million of debt
with the State’s moral obligation pledge. The passage of Act No. 190 of 2014 created the
Division for Connectivity as the successor entity to the VTA. The VTA did not issue any debt
prior to ceasing operations on July 1, 2015.

5. University of Vermont and the Vermont State Colleges: Legislation was passed in 2008 to
provide a moral obligation pledge from the State to the University of Vermont in the amount
of $66 million and to the Vermont State Colleges in the amount of $34 million. No moral
obligation pledge bonds have been issued to date. Currently, if bonds are issued, it is not
expected that the State will need to appropriate money to the respective reserve funds for these
purposes.

6. Vermont Student Assistance Corporation (VSAC): The State has provided $50 million of
moral obligation commitment by the State to VSAC. Like VHFA, in 2009, the State authorized
increased flexibility for VSAC’s use of the moral obligation commitment specifically allowing
for “pledged equity” contributions from the State’s operating funds and increased flexibility in
the use of the traditional debt service reserve structure. In 2011, VSAC issued $15 million of
moral obligation supported bonds, of which $3.6 million is outstanding. It is not expected that
the State will need to appropriate money to the respective reserve funds for VSAC. For
additional information about VSAC, see its most recent disclosure document, which can be
found on the EMMA system at http://emma.msrb.org.

Importantly, there has been a notable increase in the State’s moral obligation commitments over
the past ten (10) years. For the period ended June 30, 2010, the total amount of moral obligation
commitment was approximately $976.5 million. Currently, the moral obligation commitment
stands at a total of $1,130.03 million, with the VMBB and VEDA granted most of the difference.
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However, the actual amount of moral obligation debt outstanding in the amount of $833.9 million
is less than the amount authorized and the total commitment as of fiscal year 2010 ($976.5 million).

See the table below for a summary of the total reserve fund commitments and the outstanding bond
amounts:

Reserve Fund Commitments:

State of Vermont
Moral Obligation Commitments and Debt Outstanding
As of July 1, 2020

Amount Actual

Provided In Par Amount
Issuer Name Statute Outstanding
Vermont Municipal Bond Bank $604,030,000 $604,030,000
Vermont Economic Development Authority 181,000,000 175,000,000
Vermont Housing Finance Agency 155,000,000 51,301,524
Vermont Student Assistance Corporation 50,000,000 3,600,000
University of Vermont 66,000,000 0
Vermont State Colleges 34,000,000 0
Vermont Telecommunications Authority 40,000,000 0

$1,130,030,000 $833,931,524

As the State’s rating has improved, the value of its moral obligation has also grown. It is therefore
apparent that there has been greater pressure on the State to raise the size of its existing moral
obligation commitments and/or to assign the moral obligation pledges to State borrowers.
However, without some form of containment, it is possible that an ever-increasing moral obligation
debt load could erode the State’s credit position.

On January 22, 2018, S&P published Issue Credit Ratings Linked To U.S. Public Finance
Obligors’ Creditworthiness which updated the moral obligation criteria. The new methodology
assesses the obligor’s involvement, the intended payment source and whether there are any unusual
political or administrative risks in the transaction. S&P then determines the rating by notches off
the respective issuer according to the evaluation of the obligor. Several national obligor’s have
raised their respective ratings with only one notch below their respective issuer by displaying
strong relationships within the three areas. There have been no ratings changes for each respective
State issuer of moral obligation bonds since the published report.
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In accordance with the appropriate provisions from the enabling statute that created CDAAC, the
Committee has already been authorized to consider “any other long-term debt of instrumentalities
of the state not secured by the full faith and credit of the state, or for which the state legislature is
permitted to replenish reserve funds.” Therefore, it is appropriate for CDAAC to develop
guidelines for Vermont regarding the size and use of the State’s moral obligation debt.

In recent years, CDAAC has adjusted its debt affordability guidelines taking into account the
comparative debt burden statistics for triple-A rated states throughout the country. Unfortunately,
none of the rating agencies prepare comparative data on the respective triple-A rated states on
moral obligation or contingent debt. Moreover, there is little consistency among the triple-A rated
states regarding the size, nature and role of such debt. The types of contingent debt are quite varied
among the states, including state guarantees of local school debt, back-up support for revenue
obligations, etc. Because of the mixture of contingent debt applied by triple-A states, it would not
be possible to employ guidelines that are similar to the G.O. guidelines that have been utilized by
CDAAC in connection with its annual recommendation of long-term G.O. debt to be authorized
by the legislature.

There had been, for several years, discussions within CDAAC regarding the establishment of
guidelines for limiting the amount of moral obligation debt that the State should authorize. In an
accompanying chart, the State’s net tax-supported debt statement, consisting of the State’s Long-
Term Net Tax-Supported Debt outstanding indebtedness, is presented, as of June 30, 2020, at
$678,602,331. Using 225% of Long-Term Net Tax-Supported Debt for establishing a limit of
moral obligation debt, the State would have had $396,825,245 in additional moral obligation
capacity. Using 200% of G.O. debt for establishing a limit of moral obligation debt, the State
would have had $227,174,662 in additional capacity. Using a more conservative 195%, the State
still has $193,244,545 in additional capacity.

At this point, CDAAC believes that a range of 200-225% is appropriate in determining the amount
of moral obligation commitments that should be outstanding in comparison to the State’s Long-
Term Net Tax-Supported Debt . Since CDAAC has not recommended legislative action to codify
any statutory limits on the incurrence of moral obligation debt, CDAAC will continue to monitor
the developing size of moral obligation commitments and report the results.

At some point, should a major infrastructure requirement or other critical financing need arise that
would be appropriately funded through a financing agency, the State may, as appropriate, consider
rescinding the existing but unused moral obligation authority and have it transferred — taking into
account the limited availability for the State to provide additional moral obligation capability as a
result of the 200-225% administrative limits.

Ultimately, the effect of contingent liabilities and reserve fund commitments on the State’s debt
affordability is a function of the level of dependency for the repayment of this particular debt on
the State’s general operating revenues. With respect to this matter, the principle that the rating
agencies follow give us relevant guidance: Until such time that the State’s guarantee or contingent
obligation becomes actual (through a payment or a replenishment obligation being made), then
such debt or guarantee is not included in the State’s net tax-supported indebtedness. To the extent
that the State has not been called upon to pay for the debt components, as envisioned in
Subparagraph (5) of the CDAAC legislation, then those items should not become quantifiable
factors included in the affordability analysis.

Information on the principal amount and the debt service associated with the moral obligation
commitments is found in the comprehensive annual financial statements for each of the entities:
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Vermont Municipal Bond Bank*:
http://www.vmbb.org/about/annual-reports-audits/

Vermont Economic Development Authority:
http://www.veda.org/about-veda/annual-reports/

Vermont Housing Finance Authority
http://www.vhfa.org/partners/initiatives/vhfa-publications

Vermont Student Assistance Corporation
https://www.vsac.org/news/annual-reports

*Financials are based on a December 31 year end.

Municipal Debt

In conformance with the standards followed by the rating agencies, this evaluation does not set
forth or incorporate any debt obligations of Vermont municipalities. Should any such obligations
be required to be payable by the State (e.g., through assumption or support of local debt as part of
a financial emergency), a corresponding and appropriate amount related to the State’s contribution
would then be required to be included in the analysis. At present, no such liability has occurred,
and, therefore, none has been included in this review.

Analysis of Types of Debt and Structure

CDAAC annually goes through an extensive analysis to determine the *“cost-benefit of various
levels of debt financing.” The cost-benefit is demonstrated by CDAAC’s determination of the
amount of debt that the State should annually authorize and still achieve compliance with
CDAAC'’s articulated affordability guidelines. This evaluation is fundamental to CDAAC’s
responsibility in recommending annually the amount of net tax-supported indebtedness that should
be authorized by the State.

Second, with respect to the “types of debt,” Vermont and its financing agencies have utilized a
great variety of debt types. At present, revenue bonds are sold by the State (T1Bs), VSAC, VHFA
and VEDA, among others. The State Treasurer’s office has looked at a series of options for
possible revenue bond issuance, but, because of Vermont’s special circumstances, revenue bonds
have generally not appeared to be a comprehensive answer to the State’s direct infrastructure
needs. Notwithstanding the fact that there have been no new revenue bond uses recently for
funding Vermont infrastructure requirements, with the exception of TIBs and VHFA Property
Transfer Bonds, the State will continue to explore possible opportunities in this respect that would
not cause debt load or debt management difficulties for Vermont. CDAAC and the State
Treasurer’s Office are constantly reviewing prospects for funding of required infrastructure
through approaches that will not add to the State’s net tax-supported indebtedness.

The maturity schedules employed for State general obligation indebtedness are directly tied to
State statute. Moreover, as indicated elsewhere herein, Vermont’s current debt repayment for its
G.O. bonds allows the State to recapture debt capacity at an attractive pace. Shortening the debt
service payments would have the effect of placing more fixed costs in the State’s annual operating
budget, leaving less funds available for discretionary spending. Lengthening debt payments would
increase the aggregate amount of the State’s outstanding indebtedness, which would cause
Vermont’s debt per capita and debt as a percentage of personal income to rise, reducing the State’s
ability to comply with its affordability guidelines. Notwithstanding these limitations, there may be
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opportunities for the State in the future to adjust the maturity of its indebtedness to achieve various
debt management goals over time.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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3. DEBT GUIDELINES

For a number of years Vermont has pursued a strategy to achieve a triple-A rating from all three
nationally recognized credit rating agencies. To facilitate this goal, CDAAC and the State have
employed conservative debt load guidelines that are consistent with the measures that the rating
agencies use to measure debt burden. The most widely-employed guidelines are:

1. Debt Per Capita;

2. Debt as a Percentage of Personal Income;

3. Debt Service as a Percentage of Revenues; and
4. Debt as a Percentage of Gross State Product.

CDAAC notes that Debt as a Percentage of Personal Income and Debt Service as a Percentage of
Revenues are generally understood to be the better credit indicators of the State’s ability to pay;
however, certain rating agencies continue to calculate and monitor the State’s Debt Per Capita and
Debt as a Percentage of Gross State Product. These guidelines are described in greater detail below.
CDAAC has not used Debt as a Percentage of Gross State Product as a specific guideline due to
the fact that this measure has a high correlation and tracks the trend of the Debt as a Percentage of
Personal Income. Since 2011, CDAAC has tracked this information and included it on the
“Dashboard Indicators.” This report contains current and historical information on Vermont’s
Debt as a Percentage of Gross State Product compared to a peer group of other triple-A states.
Additionally, as described further, CDAAC utilized Debt Per Capita as a guideline. However, since
it is not a direct indicator of affordability, the guideline has been reviewed and analyzed, but it is
not the primary factor in determining debt authorizations over the past few years.

At present, CDAAC uses a peer group made up of all states that have at least two triple-A ratings
from the national rating agencies (the “Peer Group”). The states within the Peer Group differ
throughout the years as rating agencies upgrade or downgrade a specific state’s rating. The
Committee over time reviews the composition of the Peer Group. Similar to many of the U.S.
States since 2014, the majority of the Peer Group reduced their debt levels. See Section 6, “State
Guidelines and Recent Events” for additional information, Therefore, the majority of the debt
medians for the Peer Group were reduced, as well. This year, the Peer Group’s median Debt Per
Capita decreased from $618 in 2019 to $586 in 2020, median Debt as a Percentage of Personal
Income decreased from 1.3% in 2019 to 1.2% in 2020, median Debt as a Percentage of Gross State
Product decreased from 1.2% in 2019 to 1.0% in 2020 and median Debt Service as a Percentage
of Revenues decreased from 3.3% in 2019 to 3.2% in 2020. Vermont was in the majority of states
within the Peer Group that reduced debt levels in 2019. As a result, Vermont’s slightly reduced
debt levels helped the State’s relative rankings stay consistent. If the State increases large
authorized debt levels in future years, it is at greater risk of continual declines in its relative ranking
to its triple-A Peer Group. See “State Guidelines and Recent Events” for more information.

In addition, Moody’s, S&P and Fitch review “debt” or “long-term liabilities” as a significant rating
factor within each respective rating criteria’s. Specifically, Moody’s and S&P have developed
rating scorecards for state issuers which include an assigned specific criteria and weighting for
“debt and pensions” or “debt and liability,” respectively, as one of their factors in the overall rating
of a state. The rationale given by the rating agencies for the score card process is to provide more
transparency for state ratings. Also, Fitch’s rating criteria has “long-term liabilities” as one of four
key rating factors driving state ratings. Please see Section 4, “National Credit Rating
Methodologies and Criteria” for additional information.
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Debt Per Capita

Since, 2004, the Committee has adopted a guideline for the State to equal or perform better than
the 5-year average of the mean and median debt per capita of a peer group of triple-A rated states
over the nine-year projection period. The 5-year average of the mean of the Peer Group is $928
and the 5-year average of the median of the Peer Group is $647. Based on data from Moody’s,
Vermont’s 5-year average debt per capita figure is $1,052, which is above the 5-year mean and 5-
year median for triple-A rated states. Please see the table titled “Debt Per Capita Comparison” for
a detailed view of the Peer Group’s Debt Per Capita. As described earlier, this guideline of debt
per capita relative to its Peer Group has not been a limiting factor in the Committee’s determination
of the recommended debt authorization over the past few years.

It should be emphasized that Vermont’s debt per capita relative ranking, after improving for a
number of years, has slipped. According to Moody’s most recent information, the State’s relative
position among states improved during the period 2003 through 2011 with respect to net tax-
supported debt per capita, improving from 16™ position in 2003 to 37" position in 2011. From
2011 through 2019 (with a ranking of 25'), the State’s position slipped each year, and in 2020, the
State slightly improved its ranking to the 26" position. (The State did not conduct its annual G.O.
bond issuance in FY 2019). Rankings are in numerically descending order, with the state having
the highest debt per capita ranked 1% and the state having the lowest debt per capita ranked 50"

Debt as a Percent of Personal Income

The Committee also adopted a guideline for the State to equal or perform better than the 5-year
mean and 5-year median of the Peer Group on the basis of debt as a percent of personal income.
At present, the target is 1.9% for the median respectively (the five-year average of Moody’s Mean
and Moody’s Median for the Peer Group is 1.9% and 1.5%, respectively). Based on data from
Moody’s, Vermont’s net tax supported debt as a percent of personal income is 2.1%, which is
worse than the 5-year mean and the 5-year median for triple-A rated states. Please see the table
titled “Debt As % of Personal Income Comparison” for a detailed view of the Peer Group’s Debt
as a Percent of Personal Income. According to Moody’s most recent information, the State’s
relative position among states improved during the period 2003 through 2010 with respect to net
tax-supported debt as a percent of personal income, improving from 17" position in 2003 to 36"
position in 2010 where it remained in 2011 and 2012. The State’s relative ranking dropped slightly
in the years 2013 to 2018 (with a ranking of 28'), slightly decreased in 2019 with a ranking in the
26" position and decreased once more in 2020 with a current ranking in the 29™" position.

Debt Service as a Percentage of Revenues

This guideline does not create a compliance requirement for triple-A rated states. Rather, it is an
absolute guideline, not a comparative one. CDAAC’s adopted standard is a ratio of no greater than
6% for annual Long-Term Net Tax-Supported Debt service as a percent of the annual aggregate
of General and Transportation Funds revenue, as well as the motor vehicle and diesel fuel
assessments associated with the TIBs and the dedicated property transfer tax revenues associated
with the VHFA Property Transfer Bonds. At present, this ratio equals approximately 4.3%, as can
be seen within the table titled “Historic and Projected Debt Ratios.” Looking back, Vermont’s
debt service as a percentage of revenues improved from the 2002-2004 period where it was over
6%, to 5.4% in 2005. Since 2005, the State’s debt service as a percent of revenue has been less
than 5.1% except for the recession years of 2009 and 2010, where the statistic increased to 5.5%

Prepared by Public Resources Advisory Group 24



State of Vermont Capital Debt Affordability Advisory Committee — 2020 Report

and 5.7%. Although CDAAC has maintained a standard of a 6.0% limit for debt service as a
percent of revenues, the effect of the recession on this ratio has been taken into account. CDAAC
notices the 0.4% to 0.6% increase in the ratio immediately after the start of the recession and
believes that a comparable amount of cushion is appropriate for its final recommendation.

In terms of the debt service projections provided in the table titled “Historic and Projected Debt
Ratios”, the analysis assumes future interest rates (coupons) on pro forma general obligation bond
issues at 5.0% in fiscal year 2021 through 2031.

The CDAAC statute defines operating revenues as General and Transportation Fund revenues
based upon the historic general flexibility in their uses of these funds for meeting financial
operations of the State. In 2012, Moody’s reintroduced a Moody’s Median for debt service as a
percent of operating revenues (“Debt Service Ratio”), and included the State’s Education Fund as
part of the State’s operating revenue for purposes of this calculation. Because Moody’s uses a
much larger revenue base in its analysis, Moody’s Debt Service Ratio for Vermont, at 2.1%, is
substantially lower than the CDAAC guideline, and results in Vermont’s comparatively high
(favorable) Moody’s ranking of 37" out of the 50 states.

Act 11 (H.16), discussed further in Section 6, “State Guidelines and Recent Events, Statutory
Change Relating to Revenues and Effect on Debt Service as a Percentage of Revenue,” directed
100% of the State Sales & Use Tax and a portion of the Meals and Rooms Tax to go to the
Education Fund directly compared to the previous practice of a General Fund transfer to the
Education Fund. The 2018 CDAAC used an adjusted General Fund revenue projection for FY
2019 — FY 2029 for the Debt Service as a Percentage of Revenues calculations as if Act 11 did not
occur in order to provide comparability to historic results. The 2019 CDAAC Report continued
to utilize general and transportation revenues as if Act 11 did not occur. The 2020 Report contains
post Act 11 General Fund Revenue, as well as the motor vehicle and diesel fuel assessments
associated with the TIBs and the dedicated property transfer tax revenues associated with the
VHFA Property Transfer Bonds. Please see Section 5, “Economic and Financial Forecasts.”

Debt as a Percent of Gross State Product

The 2020 Moody’s mean and median for debt as a percentage of gross state product for the Peer
Group is 1.5% and 1.0%, respectively. Please see the table titled “Debt As % of Gross State
Domestic Product Comparison” for a detailed view of the Peer Group’s Debt as a Percent of Gross
State Domestic Product. (Moody’s calculates their 2020 statistics based on 2019 net tax supported
debt as a percentage of 2018 state gross domestic product.) Based on data from Moody’s,
Vermont’s 2019 net tax supported debt as a percentage of gross state product is 1.90%, which is
higher than the median and the mean for the Peer Group states and the five-year average of the
mean and the median of 1.6% and 1.3% for the Peer Group, respectively. According to Moody’s
most recent information, the State’s relative position among states was 30" in 2014, 27" in 2015
and 2016, 25" in 2017, 28™ in 2018, 23" in 2019 and 26™ in 2020.
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STATE OF VERMONT
2020 STATES RATED TRIPLE-A BY TWO OR MORE RATING AGENCIES
(as of September 30, 2020)

2020 Triple-A Rated States™™ Moody's

Delaware Yes Yes Yes
Florida® Yes Yes Yes
Georgia Yes Yes Yes
Indiana® Yes Yes Yes
lowa® Yes Yes Yes
Maryland Yes Yes Yes
Minnesota® No Yes Yes
Missouri Yes Yes Yes
North Carolina Yes Yes Yes
South Carolina Yes No Yes
South Dakota® Yes Yes Yes
Tennessee Yes Yes Yes
Texas Yes Yes® Yes
Utah Yes Yes Yes
Virginia Yes Yes Yes
VERMONT® No No No

(1) Fitch raised Florida, lowa, Vermont, Tennessee and Texas to triple-A in 2010 as part of their Ratings
Recalibration effort. Moody’s raised Indiana, lowa, New Mexico, Tennessee and Texas to triple-A in 2010
as part of their Ratings Recalibration effort. Fifteen states are currently rated triple-A by two or more of the
nationally recognized rating agencies as of September 30, 2020.

(2) Moody’s upgraded Florida on June 21, 2018.

(3) Indicates issuer credit rating since state does not have any G.O. debt or the rating agency does not provide
a rating on the state’s G.O. debt.

(4) S&P upgraded Minnesota on July 25, 2018.

(5) South Dakota was rated by S&P as a triple-A state in 2015. Fitch upgraded South Dakota to triple-A in June
2016 and Moody’s gave South Dakota an initial triple-A rating in July 2016.

(6) Vermont was downgraded by Moody’s to Aal in October 2018 and downgraded by Fitch to AA+ in July
20109.
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STATE OF VERMONT
MEAN DEBT RATIOS COMPARISON

Per Capita 2017 2018 2019 2020
All States $1,431 $1,473 $1,477 $1,493 $1,506
Triple-A' 904 901 929 958 950
VERMONT 1,002 1,068 987 1,140 1,061
% of Personal Income 2016 2017 2018 2019 2020
All States 3.0% 3.0% 2.9% 2.8% 2.6%
Triple-A' 2.1 2.0 2.0 1.9 17
VERMONT 2.1 2.1 2.0 2.2 1.9

(1) These calculations exclude all Vermont numbers and include only states rated triple-A by two or more of
the three rating agencies during the year shown. See table titled “Debt Per Capita Comparison” for complete
listing of triple-A states and respective ratings and triple-A time periods.

STATE OF VERMONT
DEBT PER CAPITA COMPARISON

Peer Group States (All states with at least two triple-A rating)
5-Year Average Mean and 5-Year Average Median Excluding Vermont:
MEAN: $928 MEDIAN: $647

5-Year Average Vermont: $1,052
Moody’s Debt Per Capita

Triple-A Moody’s S&P Fitch

Rated States' Ratings® Ratings® Ratings® 2016 2017 2018 2019

Delaware Aaa/Stable AAA/Stable AAA/Stable 2,385 2,544 2,687 3,206 3,289
Florida Aaa/Stable AAA/Stable AAA/Stable 1,038 961 889 812 780
Georgia Aaa/Stable AAA/Stable AAA/Stable 1,029 992 986 996 971
Indiana Aaa/Stable AAA/Stable AAA/Stable 463 310 295 270 251
lowa Aaa/Stable AAA/Stable AAA/Stable 239 228 219 207 150
Maryland Aaa/Stable AAA/Stable AAA/Stable 1,928 2,122 2,164 2,343 2,323
Minnesota Aal/Stable AAA/Stable AAA/Stable 1,527* 1,480* 1,430 1,415 1,406
Missouri Aaa/Stable AAA/Stable AAA/Stable 574 579 532 487 464
North Carolina Aaa/Stable AAA/Stable AAA/Stable 721 659 611 531 586
South Carolina Aaa/Stable AA+/Stable AAA/Stable 603 564 517 503 469
South Dakota Aaa/Stable AAA/Stable AAA/Stable 652 641 694 618 493
Tennessee Aaa/Stable AAA/Stable AAA/Stable 298 322 312 305 292
Texas Aaa/Stable AAA/Stable AAA/Stable 383 383 410 389 379
Utah Aaa/Stable AAA/Stable AAA/Stable 921 824 772 792 720
Virginia Aaa/Stable AAA/Negative |AAA/Stable 1,418 1,486 1,515 1,502 1,677
MEAN? 904 901 929 958 950
MEDIAN? 687 650 694 618 586
VERMONT Aal/Stable AA+/Stable AA+/Stable 1,002 1,068 987 1,140 1,061

(1) States that carry at least two triple A ratings.
(2) Ratings as of September 30, 2020.
(3) These calculations exclude all Vermont numbers.
* Indicates that the state was not rated triple-A thereby two or more of this rating agencies during the year shown and

amount not used in calculating the mean or median for the indicated year.
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STATE OF VERMONT
DEBT AS % OF PERSONAL INCOME COMPARISON

Peer Group States (All states with at least two triple-A ratings)
5-Year Average Mean and 5-Year Average Median Excluding Vermont:
MEAN: 1.9% MEDIAN: 1.5%
5-Year Average Vermont: 2.1%

Moody’s Debt as % of 2019 Personal Income

Triple-A

Rated States | ,006 5017 2018

Delaware 5.2 5.4 55 6.5 6.1
Florida 2.5 2.2 2.4 1.7 15
Georgia 2.7 25 2.0 2.3 2.0
Indiana 1.2 0.8 0.7 0.6 0.5
lowa 0.5 0.5 0.5 0.4 0.3
Maryland 35 3.8 3.7 3.8 35
Minnesota 3.2* 2.9* 2.8 2.6 24
Missouri 14 14 12 11 0.9
North Carolina 1.8 1.6 15 1.2 1.2
South Carolina 1.7 15 1.3 1.2 1.0
South Dakota 1.4 1.4 15 1.3 0.9
Tennessee 0.7 0.8 0.7 0.7 0.6
Texas 0.9 0.8 0.9 0.8 0.7
Utah 25 2.1 1.9 1.9 1.5
Virginia 2.9 2.9 2.9 2.7 2.8
MEAN?! 2.1 2.0 2.0 1.9 1.7
MEDIAN! 1.8 1.6 15 1.3 1.2
VERMONT 2.1 2.1 2.0 2.2 1.9

(1) These calculations exclude all VVermont numbers and include only states rated
triple-A by two or more of the rating agencies during the periods shown, as of July
31, 2020.

*Indicates that the state was not rated triple-A by two or more of the rating
agencies during the year shown. Amount not used in calculating the mean or
median for the year.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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STATE OF VERMONT
DEBT AS % OF GROSS STATE DOMESTIC PRODUCT COMPARISON

Peer Group States (All states with at least two triple-A ratings)
5-Year Average Mean and 5-Year Average Median Excluding Vermont:
MEAN: 1.6% MEDIAN: 1.3%
5-Year Average Vermont: 2.0%

Moody’s Debt as % 2019 Gross State Domestic

Product

Triple-A

Rated States 2017 2018 2019 2020
Delaware 3.6 3.5 3.5 4.3 4.3
Florida 2.5 2.2 2.0 1.8 15
Georgia 2.2 2.1 1.9 1.9 1.7
Indiana 1.0 0.6 0.6 0.5 0.5
lowa 0.5 0.4 0.4 0.4 0.2
Maryland 3.3 35 34 3.6 3.3
Minnesota 2.6* 2.5* 2.4 2.3 2.1
Missouri 1.3 1.2 1.1 1.0 0.9
North Carolina 15 14 1.2 1.0 1.0
South Carolina 16 14 1.2 1.2 1.0
South Dakota 1.2 1.2 1.3 1.1 0.8
Tennessee 0.7 0.7 0.6 0.6 0.5
Texas 0.6 0.7 0.7 0.7 0.6
Utah 2.0 1.7 15 15 1.2
Virginia 2.6 2.6 2.6 2.5 2.6
MEAN! 1.8 1.7 1.6 1.6 15
MEDIAN!? 1.6 14 1.3 1.2 1.0
VERMONT 2.0 2.1 2.0 2.2 1.9

(1) These calculations exclude all Vermont numbers and include only states
rated triple-A by two or more of the rating agencies during the periods
shown, as of September 30, 2020.

*Indicates that the state was not rated triple-A by two or more of the rating
agencies during the year shown. Amount not used in calculating the mean
or median for the year.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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STATE OF VERMONT
HISTORIC AND PROJECTED DEBT RATIOS
Net Tax-Supported Debt Net Tax-Supported Debt as Net Tax-Supported Debt Service
Per Capita (in $) Percent of Personal Income as Percent of Revenues ©
Fiscal Year State of Moody's State's State of Moody's State's State of Moody's State's
(ending6/30) | Vermont  Median  Rank® | Vermont  Median  Rank® | Vvermont® Median  Rank®
Actual @
2008 707 889 32 2.0 2.6 33 5.0 n.a. n.a.
2009 692 865 34 1.8 2.5 35 55 n.a. n.a.
2010 709 936 36 1.8 2.5 36 5.7 4.9 n.a.
2011 747 1,066 37 19 2.8 36 5.1 4.9 n.a.
2012 792 1,117 34 2.0 2.8 36 4.9 4.8 n.a.
2013 811 1,074 33 19 2.8 35 4.6 5.1 n.a.
2014 878 1,054 30 2.0 2.6 34 4.7 4.4 n.a.
2015 954 1,012 28 2.1 2.5 31 4.2 4.2 n.a.
2016 1,002 1,027 27 2.1 2.5 30 4.2 4.1 n.a.
2017 1,068 1,006 24 2.2 2.5 27 4.3 3.8 n.a.
2018 987 987 25 2.0 2.3 28 4.0 4.0 n.a.
2019 1,140 1,068 25 2.2 2.2 26 4.1 3.8 n.a.
2020 1,061 1,071 26 1.9 2.0 29 4.3 n.a. n.a.
current ® 1,084 n.a. n.a. 1.8 n.a. na. 43 n.a. n.a.
Projected State State State
(FYE 6/30) @ Guideline © Guideline ” Guideline
2021 1,222 664 2.1 1.9 4.9 6.0
2022 1,220 682 2.0 1.9 5.1 6.0
2023 1,215 701 1.9 1.9 4.9 6.0
2024 1,210 720 1.8 1.9 4.8 6.0
2025 1,200 739 1.7 1.9 4.8 6.0
2026 1,187 759 1.7 1.9 4.7 6.0
2027 1,173 780 1.6 1.9 4.7 6.0
2028 1,157 801 15 1.9 4.6 6.0
2029 1,139 822 14 1.9 45 6.0
2030 1,121 845 1.3 1.9 4.4 6.0
2031 1,103 867 1.3 1.9 4.3 6.0
5-Year Average of Moody's
Mean for Triple-A States 928 1.9 n.a.
5-Year Average of Moody's
Median for Triple-A States 647 1.5 n.a.

Note: Shaded figures in the State’s debt per capita projection and State’s debt as percentage of personal income, in fiscal years 2021-2031
and fiscal years 2021-2022, respectively represent the period when Vermont is expected to exceed the projected, respective State Guideline
consistent with the current guideline calculation methodology and the assumption that the State will issue bonds consistent with the
proposed two-year authorization (footnote (3)). See Section 6, “State Guidelines and Recent Events.

(1) Actual data compiled by Moody's Investors Service, reflective of all 50 states. Moody’s uses states’ prior year figures to calculate
the “Actual” year numbers in the table.

(2) Calculated by Public Resources Advisory Group, using outstanding Long-Term Net Tax-Supported Debt of $678.602 million as
of 6/30/20 divided by Vermont's 2020 population of 624,843 as projected by EPR.

(3) Projections assume issuance of $144.245 million of G.O. debt in FY 2021 and $61.590 million in FY 2022 through FY 2031.

(4) Rankings are in numerically descending order (i.e., from high to low debt).

(5) Revenues are aggregate of State’s General Fund, including changes related to Act 11 as calculated by EPR, and Transportation
Fund, as well as the motor vehicle and diesel fuel assessments associated with the TIBs and the dedicated property transfer tax
revenues associated with the VHFA Property Transfer Bonds. Current debt service is net of the federal interest subsidies on the
Build America Bond issues, and projected debt service is based on estimated interest rates at 5% over the projected period.
Calculated by Public Resources Advisory Group.

(6) State Guideline equals the 5-year average of Moody's median for the Peer Group of $647 increasing annually at 2.7%.

(7) The 5-year average of Moody's median for the Peer Group is 1.5%. Since the annual number is quite volatile, ranging from 1.5%
to 2.3% over the last five years, the State Guideline is 1.9% for FY 2021 - FY 2031.
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“Dashboard” Indicators

Median Triple-A

@
Vermont States®
Long-Term Net Tax-Supported Debt: $678,602,331 $3,202,999
Debt As A Percent Of Gross State Product: 1.95% 1.0%9
Debt Per Capita: $1,086 $586
Debt As A Percent Of Personal Income: 1.85% 1.2%°
Debt Service As A Percent Of Operating Revenue': 4.31% N/A
Rapidity Of Debt Retirement: 39.3% (In 5 Years) N/A
72.5% (In 10 Years) N/A
93.3% (In 15 Years) N/A
100.00% (In 20 Years) N/A

(a) Debt statistics for Vermont are as of June 30, 2020. Estimates of FY 2020 Gross State Product, Population, Personal Income
and Operating Revenue prepared by EPR.

(b) These calculations exclude all Vermont numbers and include only states rated triple-A by two or more of the rating agencies
during the periods shown, year ended September 30, 2020.

(c) Source: Moody’s Investors Service, 2020 State Debt Medians Report calculated by Public Resources Advisory Group.

(d) Aggregate of State’s General Fund, including changes related to Act 11 as calculated by EPR, and Transportation Fund, as well as
the motor vehicle and diesel fuel assessments associated with the TIBs and the dedicated property transfer tax revenues
associated with the VHFA Property Transfer Bonds.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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4. NATIONAL CREDIT RATING METHODOLOGIES AND CRITERIA
Standard & Poor’s Methodology for U.S. State Ratings

On October 17, 2016, Standard & Poor’s updated the final version of its “U.S. State Ratings
Methodology.” This updated methodology still provides a comprehensive presentation that sets
forth, in a systematic way, a quantification approach to rating states. By assigning numerical
values to its various rating criteria, the agency has moved closer to the establishment of state
ratings through a quantification approach. The methodology includes the important categories of
review, referred to as “factors,” by Standard & Poor's:

Q) Government Framework,

(i) Financial Management,

(ili)  Economy,

(iv)  Budgetary Performance and Flexibility, and
(V) Debt and Liability Profile.

In addition, the sub-categories, or “metrics” within each factor are weighed. Specifically, S&P
assigns a score of 1 (strongest) to 4 (weakest) for twenty-eight metrics, grouped into the five factors
listed above. Each of the metrics is given equal weight within the category, and then each factor is
given equal weight in an overall 1 through 4 score. The overall scores correspond to the following
indicative credit levels for the highest three ratings categories:

Score Indicative Credit Level
1.0-1.5 AAA

1.6-1.8 AA+

1.9-2.0 AA

2.1-2.2 AA-

2.3-25 A+

2.5-2.6 A

2.7-3.0 A-

3.1-4 BBB category

In 2011, when S&P began to utilize the quantification approach, they reported that Vermont’s
score was approximately 1.7, corresponding to the State’s AA+ rating from S&P. The major
metrics where Vermont could improve, that to varying degrees are within the State’s control, were
consistent with what S&P outlined when they placed the State on positive outlook in 2015 in which
Vermont received a composite score of 1.7: (a) increasing formal budget-based reserves to 8%;
(b) increasing pension funded ratios; and (c) planning for and accumulating assets to address other
post-employment benefits.

In July 2019, S&P’s most recent report, Vermont’s composite scope was 1.8, which is consistent
with the 2017 report and a slight drop over the 2015 and 2016 report, reflecting the State’s pension
liability profile. The scores for each factor are as follows:

1.6 Government Framework

1.0 Financial Management,

24 Economy,

1.4 Budgetary Performance and Flexibility, and
2.8 Debt and Liability Profile.
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The debt and liability profile is the fifth of the five major factors in S&P’s assessment of the
indicative credit level. S&P notes that they review debt service expenditures and how debt
payments are prioritized versus funding of other long-term liabilities and operating costs for future
tax streams and other revenue sources. They evaluate three key metrics which they score
individually and weight equally: debt burden, pension liabilities, and other post-employment
benefits. For each metric there may be multiple indicators (as they are for the debt metric) that
they score separately and then average to develop the overall score for the metric. The new
updated, methodology focuses on the revised governmental pension reporting and disclosure
standards.

In terms of debt, the CDAAC reports since 2011 have incorporated certain new pieces of
information, such as debt as a percent of state domestic product and relative rapidity of debt
retirement (See the table above “Dashboard Indicators”). Provided below is a table with S&P’s
most recent debt statistics and scores for Vermont.

S&P’ Debt Score Card Metrics

Moderate
Low Ranking Ranking Vermont’s Vermont’s
(Score of 1) (Score of 2) Statistics! Score

Debt per Capita Below $500 $500 - $2,000 1,073 2

0,
Debt as a % of Below 2% 2% - 4% 2.0% 2
Personal Income

i 0
Debt Serviceasa%of | gy 04 2%- 6% 1.9% 1
Spending
Debt as a % of Gross 0 o A0 0
State Product Below 2% 2% - 4% 2.0% 2
Debt Amortization 80%-100% |  60%-80% 71% 2
(10 year)

1 As calculated and reported by S&P.

Moody’s US States Rating Methodology

On April 12, 2018, Moody’s Investors Services released the final version of its “US States and
Territories Rating Methodology” to replace its “US States Rating Methodology,” last revised in
April 2013.

At a high level, the primary revisions to the methodology were the inclusion of U.S. territories in
the new criteria and the proposed adjustment of the weights for three of the four factors, with the
Economy factor increasing from 20% to 25%, the Debt and Pensions factor increasing from 20%
to 25% and the Governance factor decreasing from 30% to 20%. The Finance factor remained the
same at 30% of the total score.

Previously, the Finance factor had three components: (i) revenue diversity, volatility and growth, (ii)
structural balance and reserves, and (iii) liquidity. Under the new criteria, the two sub-factors, structural
balance and reserves and liquidity remain, but the revenue diversity, volatility and growth subfactor
was replaced by a Fixed Cost Ratio. The Fixed Cost Ratio is calculated to be the sum of Moody’s
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“tread water” annual pension cost, debt service and the annual OPEB payment divided by own source
revenue.

The new methodology provides an updated explanation of how Moody’s assigns ratings to US
states and territories. The report provides market participants with insight into the factors Moody’s
considers being most important to their state ratings and the understanding of the qualitative and
quantitative considerations, including financial information and metrics. The report also introduces
an updated state and territory methodology scorecard. The scorecard’s purpose is to provide a
reference tool that can be used to approximate credit profiles for US states and territories.

The methodology includes “key factors” and “sub-factors,” as referred to by Moody’s, to produce
a preliminary scorecard-indicated outcome. The preliminary outcome may be adjusted up or down
in half-notch increments, based on six notching adjustments. The combination of the 10 factors,
as seen below, results in the scorecard-indicated outcome:

Factor Sub-Factor

Rating Factors Weighting Rating Sub-Factors Weighting

Economy 25% Per Capita Income Relative to US Average 12.5%

Nominal Gross Domestic Product 12.5%

Governance 20% Governance/Constitutional Framework 20%

Finances 30% Structural Balance 10%

Fixed Costs/State Own-Source Revenue 10%

Liquidity and Fund Balance 10%

Debt and Pensions 25% (Moody’s-adjusted Net Pension Liability + 25%
Net Tax-Supported Debt)/State GDP

Total 100% Total 100%

Preliminary Score (Before Notching Factors)
Notching Factors

Growth Trend (notching adjustment)
Economic or Revenue (notching adjustment)
Concentration or Volatility

Pension or OPEB Characteristics (notching adjustment)
Not Reflected in Current Metrics

Willingness to Assume (notching adjustment)
Responsibility for Distressed Local

Governments

Impaired Market Access (notching adjustment)
Financial Stability (notching adjustment)

Scorecard-Indicated Outcome

For the debt and pensions sub-factor, Moody’s previously calculated two ratios with a 10%
weighting factor for each rations:

e Net Tax-Supported Debt / Total Governmental Fund Revenues, and
e 3-Year Average of the Adjusted Net Pension Liability / Total Governmental Fund
Revenues
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In the new methodology, for the debt and pensions sub-factor, Moody’s now calculates a combined
ratio for debt and pensions with a 25% weighting factor:

(Adjusted Net Pension Liability + Net Tax-Supported Debt)
State Gross Domestic Product

Adjusted Net Pension Liability (ANPL) is the difference between the fair market value of a
pension plan’s assets and its adjusted liabilities. Moody’s adjusts the reported pension
liabilities of U.S states to improve comparability and transparency based on a market-
determined discount rate and the market value of assets.

Net Tax-Supported Debt (NTSD) is debt paid from statewide taxes and other general resources,
net of obligations fully and reliably supported by pledged sources other than state taxes or
operating resources, such as utility or local government revenue.

State Gross Domestic Product (State GDP) is used as a proxy for a state’s capacity to carry
liabilities, because the economy drives current and future tax revenue.

The table below summarizes how Moody’s assesses this ratio for the scorecard.

Sub-

factor
Sub-Factor Weight Aaa Aa A Baa Ba B Caa Ca
(Moody’s-adjusted Net 25% Less 10%- 20%- 30%- 40%- 50%- 75%- Greater
Pension Liability + Net than 20% 30% 40% 50% 75% 100% than
Tax-Supported 10% 100%

Debt)/State GDP

As mentioned prior, Moody’s also has added the Fixed Cost Ratio in the Finances rating factor.
The Fixed Cost Ratio is calculated to be the sum of Moody’s tread water annual pension cost, debt
service and the annual OPEB payment divided by own source revenue. A strong argument can be
made that the Fixed Cost Ratio adds to the weight of the debt and pensions factor since those costs
are associated with a state’s liabilities. Under the prior rating methodology, the debt and pensions
factor made up 20% of the total rating score. Under the new criteria, the stated Debt and Pensions
factor increases to 25%. Adding in the “weight” of the new Fixed Cost Ratio, which is 10% of the
overall scorecard rating, results in the total debt and pension weight increasing from 20% to 35%.

Sub-

factor
Measurement Weight Aaa Aa A Baa Ba
Fixed Costs / State 10% Less 5%- 12%- 20%- 25%-
Own-Source Revenue than 5% 12% 20% 25% 35%

Based on the Moody’s Median report titled “Pension and OPEB liabilities fell in fiscal 2019 ahead
of jump in 2020,” dated September 8, 2020, Vermont’s 2019 fixed costs as a percentage of state
revenue is 8.2%. Thus, Moody’s most recent fixed cost for Vermont is in the “Aa” category. See
“Moody’s Adjustment to Pension Data and Adjusted State Pension Liability Medians” herein for
additional information regarding Vermont’s relative standing to other triple-A states regarding
pensions.

Fitch Rating Criteria for US State and Local Governments

On April 18, 2016, Fitch Ratings published an updated “U.S. Tax-Supported Rating Criteria” that
outlines criteria applied by Fitch for ratings of U.S. state and local governments.

Prepared by Public Resources Advisory Group 35



State of Vermont Capital Debt Affordability Advisory Committee — 2020 Report

Notable aspects of the new criteria include published assessments of four key rating factors that
drive rating analysis in the context of the economic base. The four key rating factors driving state
and local government ratings include:

--Revenues;
--Expenditures;
--Long-term liabilities; and
--Operating performance.

Most recently, on May 31, 2017, Fitch updated their criteria based on analysis of defined benefit
pension liabilities. Specifically, Fitch lowered the discount rate adjustment to 6% from 7%, which
is used to establish comparable liability figures. The adjustment was refined based on information
within GASB 67 and 68 reporting. Please see the guidance table on the following page that outlines
general expectations for a given rating category.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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aaa aa a bbb bb

Revenue Framework
Growth Prospects for Strong Solid Slow Stagnant Negative
Revenues Without Revenue-Raising Growth in line Growth below U.S. Growth in line with Growth below the Declining revenue
Measures with or above the economic the level of inflation level of inflation or trajectory

level of U.S. performance but flat performance

economic above the level of

performance inflation

Independent Legal Ability High Substantial Satisfactory Moderate Limited

to Raise Operating Revenues Without
External Approval (in Relation to
Normal Cyclical Revenue Decline)

Additional Considerations

Maximum revenue
increase less than

Maximum revenue
increase at least 50%

Maximum revenue
increase at least 100%

Maximum revenue
increase at least 200%

Minimum revenue
increase at least

300% of the of the scenario of the scenario decline of the scenario 50% of the scenario
scenario revenue revenue decline revenue decline revenue decline
decline

In cases where an entity relies heavily on third-party funding (e.g. from a higher level of government) in support of core
functions that likely would continue at the same level even without the external support, an evaluation of the associated
risk informs the assessment. Third-party support can be a positive consideration in the overall framework assessment in
cases where Fitch believes that support can be relied upon, for example state support of school districts. The requirement
for periodic re-authorization of existing revenue streams is a negative consideration. In addition, in rare cases, there may
be other factors, such as an unusually concentrated or volatile revenue base, that have a negative effect on the assessment.

Expenditure Framework

Natural Pace of Spending Growth
Relative to Expected Revenue Growth
(Based on Current Spending Profile)
Flexibility of Main Expenditure Items
(Ability to Cut Spending Throughout
the Economic Cycle)

Additional Considerations

In line with to Above Well above Very high

marginally above

Slower to equal

Constrained; adequate
delivery of core
services may be

compromised at times

of economic downturn

Limited; cuts likely to

meaningfully, but not

critically, reduce core
services at times of
economic downturn

Solid Adequate; legal or
practical limits to
budget management
may result in
manageable cuts to
core services at times
of economic downturn
Carrying cost metric

less than 25%

Ample

Carrying cost metric
30% or greater

Carrying cost metric
less than 30%

Carrying cost metric
less than 20%

Carrying cost
metric less than
10%
The analysis of an issuer’s expenditure framework also considers potential funding pressures, including outstanding or
pending litigation, internal service fund liabilities and contingent obligations
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Long-Tern Liability Burden
Combined Burden of Debt and

Unfunded Pension Liabilities in
Relation to Resource Base

Additional Considerations

Low

Liabilities less than
10% of personal
income

Moderate

Liabilities less than
20% of personal
income

Elevated but still in
the moderate range
Liabilities less than
40% of personal
income

High Very High
Liabilities 60% or
more of personal
income

Liabilities less than
60% of personal
income

The liability burden assessment could be negatively affected by high levels of derivatives exposure, short-term debt,
variable-rate debt or bullet maturity debt or an exceptionally large OPEB liability without the ability or willingness to
make changes to benefits. An exceptionally large accounts payable backlog can also negatively affect the long-term
liability burden assessment.

Operating Performance

Financial Resilience Through
Downturns (Based on Interpretation of
Scenario Analysis)

Budget Management at Times of
Economic Recovery

Additional Considerations

Exceptionally
strong gap-closing
capacity; expected
to manage through

economic
downturns while
maintaining a high
level of
fundamental
financial
flexibility.
Rapid rebuilding
of financial
flexibility when
needed, with no
material deferral of
required spending/
nonrecurring
support of
operations.

Very strong gap-
closing capacity;
expected to manage
through economic
downturns while
maintaining an
adequate level of
fundamental financial
flexibility.

Consistent efforts in
support of financial
flexibility, with
limited to no material
deferral of required
spending/nonrecurring
support of operations.

Strong gap-closing
capacity; financial
operations would be
more challenged in a
downturn than is the
case for higher rating
levels but expected to
recover financial
flexibility.

Some deferral of
required spending/
nonrecurring support
of operations.

Adequate gap-closing
capacity; financial
operations could
become stressed in a
downturn, but
expected to recover
financial flexibility

Limited gap-closing
capacity; financial
operations could
become distressed in a
downturn and might
not recover.

Significant deferral of
required spending/
nonrecurring support
of operations.

Deferral of required
spending/
nonrecurring support
of operations that
risks becoming
untenable given tools
available to the issuer.

The operating performance assessment could be negatively affected by liquidity or market access concerns (in general,
liquidity becomes a concern if the government-wide days cash on hand metric has or is expected to fall below 60 days);
the risk of an outside party (e.g. another level of government) having a negative impact on operations; evidence of an
exceptional degree of taxpayer dissatisfaction, particularly in environments with easy access to the voter-initiative
process; or management weaknesses not captured above.
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As part of its revised criteria, Fitch can create scenarios that consider how a government's
revenues may be affected in a cyclical downturn and the options available to address the
resulting budget gap. Also under the revised criteria, Fitch provides more in-depth opinions on
reserve adequacy related to individual issuers' inherent budget flexibility and revenue
volatility.

In 2017, Vermont was rated under the new criteria and there was no change to the State’s AAA
rating at that time as the result of the new criteria. However, subsequently, the State was
downgraded to AA+ by Fitch in July 2019 as previously discussed.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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5. ECONOMIC AND FINANCIAL FORECASTS

This section of the report includes excerpts from the “Consensus Revenue Forecast Update for
the General Fund, Transportation Fund, and Education Fund; Fiscal Years 2021 through 2022”
prepared by Economic and Policy Resources, Inc. (“EPR”) dated August 12, 2020.

“The magnitude of the negative impacts in national and State labor markets have been
unrivaled in scale and scope dating back to the Great Depression, and the on-going,
unprecedented level of uncertainty in the near-term economic outlook exceeds that associated
with the mortgage and financial crisis-induced “Great Recession” of a little over a decade ago.”

“In the most recent week, there were a total of 1.2 million Americans who filed for first-time
unemployment benefits in the week ending August 1st. That was the 20" consecutive week
that initial jobless benefits claims exceeded the 1.0 million level-but was the lowest since
March. Before the COVID-19 pandemic hit the U.S. in March, the previous record for initial
jobless benefits claims had been 695,000—as was registered back in 1982 during the painful
1981-82 U.S. economic downturn.”

“If, as it now seems likely, the bottom of the recession was in fact during the month of April
(barring a significant revision of the labor market’s payroll jobs change data), the U.S. and
Vermont economies have each added back significant numbers of the jobs lost due to the
COVID-induced downturn even if there are still significant numbers of jobs that were lost (or
put into suspended animation) during the apparent three month February through April
downturn. While it is true that much of the initial re-hiring during the nascent period of
recovery in national and Vermont labor markets to-date have occurred among those sectors
where workers were laid off or furloughed as the COVID-19 pandemic spread through the
economy, it does appear that labor markets, both national and State, are indeed healing faster
than initial post-pandemic expectations. However, while the worst of the worst may in fact be
over, we still appear to be finding our way “out of the economic woods.”

“Whether or not that initial recovery momentum will be maintained over the near-term time
horizon—which will be important to limiting the permanent damage to the economic base of
the country and Vermont—will depend on continued progress being made on the significant
public health issues that remain associated with containing the still unfolding, national
COVID-19 pandemic.”

On the following page are EPR’s 2020 economic projections as compared to its 2019 economic
projections. As shown, the 2020 projections show an increase in population in all years of the
forecast. Furthermore, the forecast for nominal personal income display a slight decrease in
fiscal 2021 and an increase for the remaining forecast period. The 2020 General Fund (based
on current law following Act 11) and Transportation Fund revenue projections are lower
throughout the forecast period, due to the revenue projections post Act 11. Furthermore, the
columns that compare revenues as a percentage of nominal personal income suggests that the
State’s general and transportation fund are expected to collect a lower share of the State’s
personal income for government operations for the projection years.
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STATE OF VERMONT
POPULATION, PERSONAL INCOME AND REVENUE PROJECTIONS
2020 COMPARED TO 2019 PROJECTIONS

Population Nominal Dollar Personal Income
(Thousands) (Millions)
Year 2019 2020 Change % Change Year 2019 2020 Change % Change
2020 628.24 624.84 -3.40 -0.54% 2020  35,440.10 36,760.40 1,320.30 3.73%
2021 629.44 626.10 -3.34 -0.53% 2021  36,219.78 36,356.03 136.25 0.38%
2022 630.57 627.26 -3.31 -0.52% 2022  37,342.60 37,919.34 576.75 1.54%
2023 631.77 628.07 -3.69 -0.58% 2023 38,388.19 39,777.39 1,389.20 3.62%
2024 632.90 628.83 -4.08 -0.64% 2024  39,463.06 41,567.37 2,104.31 5.33%
2025 633.98 629.58 -4.40 -0.69% 2025 40,607.49 43,188.50 2,581.01 6.36%
2026 634.99 630.40 -4.59 -0.72% 2026  41,825.71 44,916.04 3,090.33 7.39%
2027 635.95 631.22 -4.73 -0.74% 2027 43,080.48 46,802.51 3,722.03 8.64%
2028 636.84 631.98 -4.86 -0.76% 2028  44,459.06 48,815.02 4,355.96 9.80%
2029 637.66 632.67 -4.99 -0.78% 2029  45,837.29 50,816.44 4,979.15 10.86%
2030 638.43 633.31 -5.12 -0.80% 2030 47,212.41 52,798.28 5,585.87 11.83%
2031 633.94 n.a. n.a. 2031 54,804.61 n.a. n.a.
General Fund and Transportation Fund
Revenue as a Percent of Nominal Personal
General Fund and Transportation Fund Revenue Income®
(Millions!®
Year 2019 2020 Change % Change Year 2019 2020 Change % Change
2020 1,935.19 1,922.47 -12.73 -0.66% 2020 55% 5.2% -0.2% -4.2%
2021 1,949.87 1,672.44 -27743 -14.23% 2021 54% 4.6% -0.8% -14.5%
2022 1,983.67 1,783.70 -199.96  -10.08% 2022 53% 4.7% -0.6% -11.4%
2023 2,032.58 1,906.79 -125.78 -6.19% 2023 53% 4.8% -0.5% -9.5%
2024 2,084.53 1,975.87 -108.66 -5.21% 2024 53% 4.8% -0.5% -10.0%
2025 2,148.95 2,029.57 -119.38 -5.56% 2025 53% 4.7% -0.6% -11.2%
2026 2,217.52 2,086.89 -130.63 -5.89% 2026 53% 4.6% -0.7% -12.4%
2027 2,290.71 2,145.83 -144.88 -6.32% 2027 53% 4.6% -0.7% -13.8%
2028 2,373.22 2,209.59 -163.62 -6.89% 2028 53% 4.5% -0.8% -15.2%
2029 2,457.06 2,274.05 -183.01 -7.45% 2029 54% 4.5% -0.9% -16.5%
2030 2,540.51 2,339.79 -200.72 -7.90% 2030 54% 4.4% -0.9% -17.6%
2031 2,405.48 n.a. n.a. 2031 4.4% n.a. n.a.

@ Fiscal year 2019 Forecast revenues are based on economic data
prior to the passage of Act 11 (H.16), whereas fiscal year 2020
Forecast revenues are based on current law.

® Fiscal year 2019 Forecast revenues are based on
economic data prior to the passage of Act 11 (H.16),
whereas fiscal year 2020 Forecast revenues are based on
current law.

The State’s personal income projections comparison over the previous two year signal a
significant long-term change. However, EPR reports that the upward revision was created
by a pretty significant revision of the historical numbers by Moody’s Analytics, as well as
the impact of COVID-19. EPR believes that this year’s personal income projections are
more reasonable due to a revision forecast and a revision in historical data. The revised
boost in personal income projections will decrease the State’s debt as a percentage of
personal income at a constant amount of debt. The State is project to be at or below its
affordability guideline for debt as a percentage of personal income of 1.9% for fiscal years
2023 through 2031.
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Provided below are the forecasts of population, personal income, and nominal gross State
product. As shown in the table below, population for calendar year 2020 and 2021 is 624.8
thousand and 626.1 thousand, respectively, initially an increase of 0.14% and 0.20%, over
the previous calendar years. Personal income for calendar year 2020 and 2021 is $36.8
billion and $36.4 billion, respectively, an increase of 4.00% and then a decrease of 1.10%,
over the previous calendar year, respectively. Nominal gross State product for calendar
year 2020 and 2021 is $33.3 billion and $34.2 billion, respectively, a decrease of 4.13%
and then an increase of 2.65%, over the previous calendar year, respectively.

STATE OF VERMONT
PRIOR YEAR, CURRENT AND PROJECTED ECONOMIC DATA®W

Personal Nominal
Population Income GSP
(in thousands) (in $ billions) (in $ billions)

2019 624.0 35.3 34.8
2020 624.8 36.8 333
2021 626.1 36.4 34.2
2022 627.3 37.9 36.6
2023 628.1 39.8 38.9
2024 628.8 41.6 40.7
2025 629.6 43.2 42.3
2026 630.4 44.9 43.8
2027 631.2 46.8 454
2028 632.0 48.8 47.1
2029 632.7 50.8 48.9
2030 633.3 52.8 50.7
2031 633.9 54.8 52.5

(1) Administration-Legislative Consensus Long-Term Forecast (Calendar
Years 2020-2031). These figures were prepared by EPR, as of August
28, 2020.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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As shown in the table below, total revenue for fiscal year 2020 is $29.1 million more than
in fiscal year 2019, an increase of 1.5%. Due to COVID-19, fiscal year 2021 total revenue
is forecasted to decrease by $250.0 million, or 13.0%; the average annual revenue growth
rate during the fiscal year period, 2022 through 2031, inclusive and absent of fiscal year
2021 due to COVID-19, is projected to be 4.3%.

STATE OF VERMONT
PRIOR YEAR, CURRENT AND PROJECTED STATE REVENUE®
(in millions of dollars)

Fiscal General Transportation Total
Year Fund Fund Revenue®®
2019 1,612.4 280.9 1,893.4
2020 1,658.4 264.1 1,922.5
2021 1,413.9 258.6 1,672.4
2022 1,508.0 275.7 1,783.7
2023 1,619.3 287.5 1,906.8
2024 1,682.2 293.7 1,975.9
2025 1,732.2 297.3 2,029.6
2026 1,784.2 302.7 2,086.9
2027 1,839.5 306.3 2,145.8
2028 1,898.4 311.2 2,209.6
2029 1,957.2 316.8 2,274.0
2030 2,017.9 321.9 2,339.8
2031 2,078.4 327.0 2,405.5

@ Administration-Legislative Consensus Long-Term Forecast
(Calendar Years 2021-2031). These figures were prepared by
EPR. Amounts shown are “current law” revenue forecasts,
based on a consensus between the State’s administration and
legislature. As of August 28, 2020.

@ Totals may not agree due to rounding.
© Forecasted revenues are based on economic data following the
passage of Act 11 (H.16).
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6. STATE GUIDELINES AND RECENT EVENTS

In order to recommend to the Governor and the General Assembly a maximum amount of
net tax-supported indebtedness that the State may prudently issue for the ensuing fiscal
year, CDAAC has adjusted its State guidelines and the method of calculating its State
guidelines over time based on factors such as (i) changes in the rating agencies’ criteria,
(ii) changes in Vermont’s ratings, (iii) changes to Vermont’s Peer Group, (iv) substantial
increases and decreases in the amount of debt issued due to market disruptions and tax law
changes and (v) Vermont’s relative debt position.

Examples of changes in rating criteria include Moody’s dropping its State medians for “net
tax supported debt as a percentage of effective full valuation” and *“net tax supported debt
service as a percentage of operating revenues” in 1996, reintroducing its “net tax supported
debt service as a percentage of operating revenues” in 2012, Moody’s and Fitch’s
recalibration of ratings in 2010, and the 2012 comparative research analysis that has
combined State debt and pension liabilities as a method of evaluating states’ financial
position. The recalibration of ratings by Moody’s and Fitch in 2010 and S&P rating
changes over the past five years have also affected Vermont’s Peer Group. Between 2002
and 2008, the number of states with two triple-A ratings remained fairly constant between
eight and eleven states, compared to the current 16 states having at least two triple-A
ratings.

While CDAAC has continued to make adjustments to the State guidelines and the way it
calculates State guidelines, it has been consistent in its overall approach of projecting future
State debt issuances and measuring the effect against prudent State guidelines based on
Peer Group analysis. The Committee does not believe that adjustments in the credit markets
or other recent events, such as the COVID-19 pandemic, should alter its process; however,
the Committee realizes that it and the State will need to keep the changing debt finance
environment and other current circumstances in mind as the State develops its capital
funding and debt management program.

Debt Per Capita State Guideline — Adjustments to Debt Per Capita State Guideline

The debt per capita statistics, among the various debt guidelines, is used to consider the
amount of net tax supported debt that the State should authorize annually. The debt per
capita State guideline calculation is based on a starting point, which since 2006 has
consisted of the median of the 5-year Peer Group average of the debt per capita median of
peer group (triple-A) states, and an annual inflation factor, in order to achieve a realistic
perspective on the future direction of debt per capita median for the Peer Group states. As
recently as 2007, CDAAC used an inflator of 2.7% or 90% of an assumed 3% inflation
rate. In 2009, this approach was changed and the decision was made to adopt an inflator
based on a percentage of the averaging of the annual increases in the median debt per capita
of the Peer States in an attempt to best predict increases in future Peer State debt levels. At
the time this changed occurred, it was noted that this approach should not be considered
fixed because of possible changes to the Peer Group, among others, over time and that
CDAAC should continue to monitor the best approach to calculating the inflator. With the
recent changes to the Peer Group states and significant decrease in the Peer Group debt per
capita resulting in an overall negative growth, or inflator, we have evidenced a deficiency
in this approach and CDAAC in 2016 decided to revert back to its previous approach to
calculating the inflator based on the 2.7% (90% of 3% assumed inflation). CDAAC will
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continue to monitor this approach as well as the approach to determining the starting point
for its debt per capita guideline.

Net Original Premium Review

The previous year, the Committee reviewed the process by which the State increases the
funding of capital projects based on the amount of net original issue bond premium
generated from bond issues. The Committee reviewed the practices of other states related
to (i) the use of bond premium and (ii) how and if bond premium affects states’ capacity
or affordability. For bonds issued for new capital projects, states surveyed either use bond
premium to reduce the size of the bond issue, deposit the bond premium into a special
capital account without reducing the bond issuance size, and/or use bond premium to pay
interest on the bonds being issued. In terms of how bond premium affects
capacity/affordability, several examples were provided and varied among states. Some
states de-authorize bonding authority in amount equal to the associated bond premium,
while certain states net premium does not affect capacity/affordability due to affordability
metrics and other states recognize the lower bond issue size in state’s future affordability
reports.

Pay-Go Review

The Committee has also been focusing on reviewing the benefits of the State increasing its
pay-as-you-go capital funding. CDAAC has noted the rating agencies’ concerns regarding
the level of state and local governments’ deferred maintenance and deferred capital
infrastructure replacement. (See “Capital Planning Program and the Impact of Capital
Spending Upon the Economic Conditions of the State” below.) The Committee believes
that using additional pay-as-you-go (“Pay-go”) funds would be beneficial for funding
infrastructure including capital projects with shorter useful lives, such as technology
projects, etc. The Committee noted the benefit of additional Pay-go funds — increase of
Pay-go funds means more sources for capital projects, as well as reducing interest cost and
total borrowing amounts over-time. The Committee decided to form a working group to
further evaluate the best use of bond premium and the benefits of the State increasing its
Pay-go funds and possible sources for deferred maintenance funding and report back to the
Committee.

Statutory Change Relating to Revenues and Effect on Debt Service as a Percentage
of Revenue

Fiscal 2019 Appropriations Act, Act 11 (H.16) or the BIG BILL updates the funding
allocation among the State’s General Fund and Education Fund. Before the passage of Act
11, the State provided appropriations within the General Fund and transferred the
respective allocation to the Education Fund. However, with the implementation of Act 11,
the State now allocates 100% of Sales and Use Tax and 25% of Meals and Rooms Tax
directly to the Education Fund.

As discussed previously in this report, debt service as a percent of revenues is utilized as
one of the ratios establishing the state guidelines for future issuance. In years prior to Act
11, revenues were calculated with an aggregate revenue number consisting of the General
Fund and Transportation Fund prior to any Education Fund transfers. After the passage of
Act 11, the General Fund revenue is reduced. In order to keep the related debt service as
a percent of revenues projections comparable to historical fund figures, the 2018 and 2019
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CDAAC Reports utilized the revenue calculations that were previously in place prior to
Act 11, i.e., as if there had been no revenue reallocation between the General Fund and
Education Fund. However, as previously mentioned in Section 3, “Debt Service as a
Percentage of Revenues,” the 2020 CDAAC Report includes post Act 11 General Fund
Revenue, as well as the motor vehicle and diesel fuel assessments associated with the TIBs
and the dedicated property transfer tax revenues associated with the VHFA Property
Transfer Bonds.

Statutory Change Relating to Use of Bond Premium and Effect on Affordability

Effective in fiscal year 2013, 32 V.S.A. § 954 was amended to permit the use of bond
premium received from issuance of debt for capital purposes. Previously bond premium
was used to pay debt service. In fiscal year 2013, the net bond premium became available
to pay capital appropriations, effectively reducing the par amount of bonds issued such that
the par amount of bond plus the net original issue premium equals the capital
appropriations amount.

The effect of this legislative change on the CDAAC numbers is as follows: if future bonds
are issued with a net original issuance premium, the par amount of bonds will be less than
estimated by the CDAAC report; however, the higher the original issue premium, the
higher the average interest rate on the lower amount of debt. Due to the lower nominal
interest rates in the market and the institutional investors’ preference for higher coupon
debt, the State expects to sell bonds with some original issue premium and reduce the size
of its bond sales. To the extent that occurs, the State could authorize future additional
capital appropriations in an amount equal to or less than the premium generated and still
be in compliance with the CDAAC bond issuance recommendation.

Recent Decreasing State Debt Levels, Future State Infrastructure Spending
Increasing

According to the Moody’s State Debt Medians 2015 report published June 24, 2015, total
net tax-supported debt for US States declined in 2014. This was the first drop in state debt
levels in the 28 years Moody’s has been compiling the data. According to the 2015 report
“The decrease comes as states continue to be reluctant to take on new debt with tight
operating budgets, a slow economic recovery, and uncertainty over federal fiscal policy
and health care funding.” The Moody’s State Debt Medians 2020 report, indicated the net
tax-supported debt for US States declined by 0.8%, falling to just above 2014 levels.

It was reported in February 2016 via the Center on Budget and Policy Priorities that state
and local spending on infrastructure hit a 30-year low. Debt levels were expected to rise in
2017 despite three recent years with decreased and static state debt levels. Roads and
bridges have continued to deteriorate due to federal investments dropping in half and the
states’ varying budget commitment to infrastructure. Nevertheless, it seems as if
infrastructure spending is finally on the rise due to record low interest rates. However,
according to the American Society of Civil Engineer, the nation’s infrastructure has still
been neglected and needs improvement.

Unlike many of its peer states in recent years, Vermont has continued to invest in its
infrastructure, such as investing in the Waterbury office complex. The State has recognized
the necessity of road and bridge improvements. Furthermore, these issues exemplify the
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cause in which the State’s debt per capita has risen slightly in comparison to those states
within the Peer Group.

Most recently, the COVID-19 pandemic has created uncertainty in regards to capital
spending. In some circumstances, states may issue (or already have issued) additional debt
to replace pay-go spending for capital projects. Conversely, some states may suspend
certain capital projects until the COVID-19 pandemic subsides, and thus, not issue as much
debt. There will not be a finite conclusion on states debt issuance as the COVID-19
pandemic changes on a daily basis with no determined timeline of the end of the pandemic,
as well as the ramifications following the end of COVID-19.

The Recent Landscape of Municipal Bonds

The Tax Cuts and Jobs Act, passed in November 2017 and signed by President Trump in
December 2017, took effect on January 1, 2018. The municipal market was severely
impacted as it eliminated advance refundings and issuer’s ability to refinance older and
higher cost of debt prior to the call date. Advance refunding bond issuance totaled $91
billion in 2017, which accounted for 22.2 percent of supply, according to Thomson Reuters.
Private activity bonds were analyzed for elimination, but ultimately were preserved.

The Tax Cuts and Jobs Act is continuing to impact the municipal industry in other ways,
as well. For instance, a reduction in the corporate tax rate has deterred the attractiveness of
municipal bonds over corporate bonds for banks and insurance companies. Also,
restrictions on state and local tax deductions could cause financial gaps for municipalities
and thus create instances in which there is an increase of taxes for local residents. As time
has passed since the Tax Cuts and Jobs Act was enacted, the municipal market has
performed well due to a cooperative Federal Reserve, as well as strong demand caused by
a cap on state and local tax deductions and moderate supply caused by the prohibition on
advance refundings.

The municipal market in late March and April 2020 experienced the effect of the COVID-
19 pandemic. The 10-year AAA MMD vyields increased by as much as 200 basis points
during that time with historical single day movements of 50 basis points. Nevertheless,
actions taken by Congress and the Federal Reserve have helped stabilize the municipal
market from early 2020 as there have been a steady flow of funds and investor demand.
Interest rates have reached historical lows, especially for U.S. Treasuries, as investors have
an appetite for safe investments during the uncertainty of the COVID-19 pandemic.

Sequestration and Potential Impact on Build America Bonds Subsidy

On September 14, 2012, the Office of Management and Budget (“OMB”) released its
Report Pursuant to the Sequestration Transparency Act of 2012, which detailed, among its
$1.2 trillion of enumerated reductions to the federal budget, an ongoing cut of 5.1% (which
resulting in an 8.7% cut in federal fiscal 2013 due to the fact that only 7 months remained
in that year ending September 30) to the interest payment subsidy associated with the Build
America Bonds (BABs) program. In February 2014, Congress voted to extend
sequestration of BABs subsidies through 2024. The Internal Revenue Service has annually
published guidance reducing subsidy payments as follows: 7.2% for federal fiscal year
2014, 7.3% for federal fiscal year 2015, 6.8% for federal fiscal year 2016, 6.9% for federal
fiscal year 2017, 6.6% for federal fiscal year 2018, 6.2% for federal fiscal year 2019 an
5.9% for federal fiscal year 2020. The federal fiscal year 2021 rate is 5.7%.
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Through fiscal year 2020, sequestration has reduced the subsidy payments that Vermont
received for its 2010 Series A-2 and 2010 Series D-2 taxable G.O. Bonds by a total of
$493,909.78. Based on the federal fiscal year 2021 rate of a 5.7% reduction and the
elimination of the 2010 Series A-2 subsidy with the issuance of the 2019B Bonds, the
subsidy is reduced by $30,772.88 in fiscal year 2021. If the 5.7% reduction continues, the
subsidy will be reduced by another $29,102.06 in FY 2022 with declining annual amounts
through the maturity date totaling $159,949.13 overall. While this sequestration impact is
a very unfortunate development, it does not materially alter Vermont’s projected debt
service as a percentage of revenue ratios; specifically, a $30,772.88 reduction in fiscal year
2021 equates to approximately 0.04% of the projected $82.191 million of debt service
payments due that year.

Moody’s Adjustment to Pension Data and Adjusted State Pension Liability Medians

On July 12, 2012, Moody’s published a Request for Comments regarding proposed
adjustments to pension data. On April 17, 2013, the adopted adjustments were published.
The adjustments are intended to enhance transparency and comparability. On June 27, 2013
Moody’s published “Adjusted Pension Liability Medians for US States.” This inaugural
report presents adjusted pension data for the 50 individual states for fiscal year 2011, based
on Moody’s recently published methodology for analyzing state and local government
pension liabilities. The report ranks states based on ratios measuring the size of their
adjusted net pension liabilities (ANPL) relative to several measures of economic capacity:
state revenues, GDP and personal income.

As discussed above, Moody’s considers debt and pension liabilities together and has
incorporated this decision into its US States and Territories Rating Methodology. The
“Debt and Pensions” factor reflects both bonded tax supported debt and adjusted net
pension liabilities which equals 25% the total score (previously 10% each). Additionally,
under the new methodology, Moody’s also has added the Fixed Cost Ratio in the
“Finances” rating factor. The Fixed Cost Ratio is calculated to be the sum of Moody’s
tread water annual pension cost, debt service and the annual OPEB payment divided by
own source revenue. which is 10% of the overall scorecard rating, results in the total long-
term lability weight increasing from 20% to 35%

On September 8, 2020, Moody’s published its annual state pension report titled “Pension
and OPEB L.iabilities Fell in Fiscal 2019 Ahead of Jump in 2020,” which updated Moody’s
ANPL for fiscal year 2019 for the 50 states. The report reflects 2019 data based on 2018
liabilities and utilizes a FTSE Pension Liability Index of 3.51% as a discount rate to value
liabilities in standard adjustments. The 2018 report began state rankings based on the new
debt and pension ratio contained in Moody’s “US States and Territories Rating
Methodology” dated April 12, 2018, specifically, state ANPL + NTSD as a % of state GDP.
Moody’s notes that (i) total state ANPL reached $1.48 trillion in fiscal 2019, (ii) investment
returns were lower in fiscal 2019, which will be reflected in fiscal 2020 state financial
statements, and (iii) total adjusted net OPEB liabilities were $527 billion in fiscal 2019,
which represented a 10.6% decrease from the prior fiscal year.

The following two tables provide Vermont’s relative position among the 50 states with
respect to its ANPL for 2018 and 2019 and a comparison of Vermont and Peer Group states
with respect to Moody’s pension ratios.
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State of Vermont

Rankings
Moody’s Pension Ratios 20182 20193

ANPL as % of Personal Income 9 9
ANPL as % of State Gross Domestic

7 7
Product
ANPL Per Capita 9 9
ANPL as % of State Government

18 19
Revenues
ANPL + NTSD as a % of State Gross

. 10 10

Domestic Product

Sources: Moody’s Adjusted Net Pension Liabilities Decline; OPEB
Liabilities Vary Widely, September 17, 2019.

Moody’s Pension and OPEB Liabilities Fell in Fiscal 2019 Ahead of
Jump in 2020, September 8, 2020.

'Rankings are in numerically descending order, with the state having the highest
Moody’s Adjusted Net Pension Liability statistic ranked 1% and the state having
the lowest Adjusted Net Pension Liability statistic ranked 50™.

2Based on a FTSE Pension Liability Index of 4.14%.

3Based on a FTSE Pension Liability Index of 3.51%.
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STATE OF VERMONT AND PEER GROUP STATES’
MOODY’S PENSION LIABILITIES METRICS*

Triple-A Rated States As % of As % of Per Capita As % of
Pl State GDP ($) Revenues

Delaware 10.1 7.1 5,526 80
Florida 2.0 2.0 1,026 41
Georgia 4.3 3.6 2,083 80
Indiana 54 4.7 2,641 80
lowa 2.7 2.3 1,444 39
Maryland 13.5 125 8,903 198
Minnesota 3.6 3.2 2,177 42
Missouri 4.3 3.9 2,115 91
North Carolina 1.8 1.6 880 29
South Carolina 12.0 11.3 5,473 175
South Dakota 3.6 3.2 1,944 68
Tennessee 18 1.6 873 29
Texas 8.6 7.0 4,550 161
Utah 2.7 2.2 1,287 40
Virginia 3.3 3.0 1,981 56
MEAN? 5.3 4.6 2,860 81
MEDIAN? 3.6 3.2 2,083 68
VERMONT?3 12.9 131 7,319 117
R | | w

Source: Moody’s Pension and OPEB Liabilities Fell in Fiscal 2019 Ahead of Jump in 2020,
September 8, 2020.

!Based on a FTSE PLI of 3.51%.

2Calculated by Public Resources Advisory Group. These calculations exclude all Vermont numbers
and include only states rated triple-A by two or more of the rating agencies, year ended June 30™,
2019.

3Vermont numbers include the combined defined benefits plans of the Vermont State Employees’
Retirement System and the Vermont State Teachers’ Retirement System.

“Rankings are in numerically descending order, with the state having the highest Moody’s Adjusted
Net Pension Liability statistic ranked 1% and the state having the lowest Adjusted Net Pension
Liability statistic ranked 50™.

*Sources does not take into account differing retirement benefits among states.
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As discussed in Section 4, “Moody’s US States Rating Methodology,” Moody’s updated
the “Debt and Pension” factor with a combined ratio for debt and pensions with a 25%
weighting factor. As can be seen in the table below, Vermont is currently ranked 10" out
of the 50 states in regards to the new ratio (higher ranked numbers are superior). Please
see below for a chart comparing Moody’s new Debt and Pension ratio (ANPL+NTSD as a
percentage of Gross State Product) compared to the other 49 states.

Moody's ANPL + NTSD as a % of State Gross Domestic Product for FY 2019

MEAN: 9.6% MEDIAN: 6.9%

Vermont: 14.1%
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Source: Moody's State Pension Medians Report September 8. 2020

Moody’s began including adjusted net OPEB liabilities (“ANOL”) statistics within their
2019 pension report as states have adopted new OPEB accounting rules in their fiscal 2018
reporting. Vermont is currently ranked 8" out of the 50 states with the addition of ANOL
added to ANPL and NTSD as a percentage of Gross State Product (note: higher ranked
numbers are superior so Vermont’s ranking is negatively impacted with the addition of
ANOL to the equation). Please see the following page for a chart comparing Moody’s new
ANOL data in addition to ANPL and NTSD as a percentage of Gross State Product)
compared to the other 49 states.
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Moody's ANPL + NTSD + ANOL as a % of State Gross Domestic Product for FY
2019
MEAN: 11.9% MEDIAN: 7.9%

Vermont: 21.0%
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S&P’s and Moody’s -- Review of State and Local Budget Capacity

S&P and Moody’s have identified their concerns with state and local governments’ long-
term debt liabilities as it relates to percentage of fixed cost to total operating budget
capacity. With many states expecting the costs for pensions, debt and OPEBs expected to
rise, the agencies are concerned that other funding priorities will be squeezed and for some
states this could create reduced financial flexibility. Vermont is constrained by their
pension, OPEB and Medicaid expenses compared to other states. The State should
understand and prioritize the significance of the credit agencies’ persistent assessment of
their respective fixed costs. In order to combat Vermont’s relative low rankings, it is
recommended than the State preserve budgetary and financial capacity in considerations
for future debt issuances.

As examined in Section 1, “Capital Funding and Capital Plan,” CDAAC reviewed a S&P
report in May 2018 titled Between a Budget and a Hard Place: The Risks of Deferring
Maintenance for U.S. Infrastructure that outlined the growing level of deferred
maintenance in the U.S. and the absence of a standard for measuring the amount of deferred
maintenance. One portion of the report highlighted increasing amounts of expenses,
specifically Medicaid, OPEB, debt service and pension contributions. S&P reports concern
related to states ability to fund needed capital infrastructure. Please see the following page
for an overview of Vermont’s position among the 50 states in regards to annual costs as a
percentage of general spending that was updated with the release of the report titled
Finding Balance in Today’s Lower-For-Longer Economy in January 2020.
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S&P's Annual Cost as a Percentage of General Spending
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Notes: Contribution and expenditure data is on a budgetary basis as of fiscal 2018.
Sources: S&P State budget data or National Association of State Budget Officers expenditure report.

Moody’s Fixed Cost Ratio, which was also previously discussed, is an added ratio with the
Finances factor that reviews debt service, OPEB and pension tread water costs to state own
source revenue. Moody’s reports concern related to states limited operating budget
flexibility as many state pensions and OPEB costs are expected to rise faster than revenue
growth in the future. Please see below for a chart comparing Moody’s new Fixed Cost
Ratio among the 50 states in order to review the State’s current position among other states.

Moody's Fixed Costs as % of Own-source Governmental Revenue
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Source: Moody's State Pension Medians Report September 8, 2020
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Reserve or Rainy-Day Fund Balances

The rating agencies are also putting greater emphasis on the importance of having robust
general fund reserve fund balances, commonly referred to as rainy day funds. Historically,
a rainy day fund target of 5% of general fund expenditures was considered conservative
and a credit positive by the rating agencies, but more recently the rating agencies have
indicated that higher reserve funds are more consistent with triple-A ratings. In fact,
Moody’s US States Rating Methodology cited “Available Balances greater than 10%, with
Requirements to Rebuild Rainy Day Fund if drawn upon” for their sub-factor Finances
Measurement of “Available Balances as % of Operating Revenue (5-year average).”
Additionally, the State’s most recent Standard and Poor’s report published in July 2019,
S&P notes that “Vermont’s reserve profile has grown following consistent deposits in
recent year” and the reserve balance “represent a good 5.7% of expenditures.” The table
below shows the fiscal year 2019, 2020, and 2021 rainy day fund balances of the other
triple-A states.

As mentioned in Section 4, “National Credit Rating Methodologies and Criteria,” released
in April 2016, Fitch has a different approach to evaluating reserve or rainy day balances.
Rather than having a set target % of general fund expenditures, it determines reserve
adequacy taking into consideration revenue volatility and budget flexibility.

Vermont has several reserve funds in order to reduce the effects of variations in revenues
and are considered “available reserve funds.” These are statutorily defined in 32
V.S.A.88 308-308e. The General Fund Stabilization Fund Reserve and Transportation
Fund Stabilization Fund Reserve are determined on a self-building 5% budgetary basis and
administered by the Commissioner of Finance and Management. The General Fund
Balance Reserve is known as the “Rainy Day Reserve.” Any remaining and undesignated
General Fund amount is determined by the Emergency Board annually at its July meeting
for deposit into this fund up to an additional 5% level. The use of this fund is restricted to
50% for unforeseen or emergency needs.

In fiscal year 2017, the State recognized the pressures placed on the budget by periodic
53rd week Medicaid vendor payments and 27th payroll payments. The State created new
reserves to build over time the amount to fully fund these payments when needed. See the
table on the following page for a summary of the State’s FY 2020 and budgeted FY 2021
operating reserves as a percentage of General Fund Appropriations and Health Care
Resources Fund reserves.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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State of Vermont
Summary of Operating Reserves

Fiscal Year 2020 Fiscal Year 2021

Appropriations:
Total General Fund Appropriations $1,607.31 $1,669.50
State Health Care Resources Fund 22.60 17.08
TOTAL $1,629.91 $1,686.58
Reserves:
Stabilization Reserve $79.82 $80.37
27/53 Reserve 18.45 20.30
Human Services Caseload Reserve 98.24 98.24
Rainy Day Reserve 31.55 31.55
TOTAL $228.06 $230.46
Operating Reserves as a Percentage of Total
General Fund Appropriations and Health 13.99% 13.66%
Care Resources Fund:

Note: $’s in millions. Totals may not agree due to rounding.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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The chart below provides the State’s FY 2019 through budgeted FY 2021 operating
reserves as a percentage of general government expenditures compared to the Peer Group.

Rainy Day Fund Balances
As a Percentage of General Government

Expenditures

Triple-A Fiscal Fiscal Fiscal

Rated States 2019 2020 2021

Delaware 55 5.4 5.2
Florida 4.5 4.6 4.7
Georgia’ 11.0 11.0 11.0
Indiana 8.8 8.6 8.4
lowa 10.1 10.3 10.2
Maryland 4.9 6.0 6.2
Minnesota 10.5 11.3 10.9
Missouri 6.8 6.4 6.1
No. Carolina 5.3 4.8 5.3
So. Carolina 6.5 6.6 6.7
So. Dakota 10.4 10.0 10.0
Tennessee 6.1 7.0 6.8
Texas 21.1 16.6 13.5
Utah 9.2 10.0 9.5
Virginia 3.7 6.0 7.0
Median® 6.7 7.0 7.0
VERMONT 14.0 13.8 13.7

Source: “The Fiscal Survey of States 2020. A report by the National Governors
Association and the National Association of State Budget Officers.” Fiscal Year
2019 are *“Actuals,” Fiscal Year 2020 are “Estimated” and Fiscal 2021 are
‘Recommended.”

! Information for Georgia’s FY 2020 and FY 2021 rainy day fund balance was not
provided in the reports. Rainy day fund balance was assumed to stay constant at the
FY 2019 level.

2 Calculated by Public Resources Advisory Group. These calculations exclude all
Vermont numbers and include only states rated triple-A by any two of the three
rating agencies, as of September 30, 2020.
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Capital Planning Program and the Impact of Capital Spending Upon the Economic
Conditions of the State

All three rating agencies include the condition of Vermont’s economy as a significant
factor in their respective ratings. Capital improvements — whether financed through the use
of debt, funded through direct appropriation or federal funds, or advanced through public
private collaboration - have a significant impact on the State’s economy. Further, the link
between investment in infrastructure and economic development is widely accepted. As
noted in a March 2012 report prepared by the United States Department of Treasury with
the Council of Economic Advisors, titled A New Economic Analysis of Infrastructure
Investment, states that “well-designed infrastructure investments can raise economic
growth, productivity, and land values, while also providing significant positive spillovers
to areas such as economic development, energy efficiency, public health, and
manufacturing.” These points notwithstanding, the report also states that not every
infrastructure project is worth the investment. Metrics are needed to ensure that economic
growth through infrastructure investment is done in an affordable and sustainable manner.

With the passage of 32 V.S.A. 8 310 and as amended in 2019, the Administration prepared
a ten-year State capital program plan. The statute requires the plan to include a list of all
recommended projects in the current fiscal year, plus the following nine fiscal years
thereafter and an assessment, projection of capital needs, a comprehensive financial
assessment, and an estimated cost of deferred infrastructure maintenance in State building
and facilities. The working group that CDAAC established to evaluate the best use of bond
premium and the benefits of the State increasing its Pay-go funds has been tasked with
reviewing the capital budget and 10-year capital program to provide suggestions for
funding deferred maintenance.

The Committee also recognizes that the process set forth in 32 V.S.A. § 310 must also
incorporate a comprehensive review of our current capital stock, its condition, and future
replacement needs. Currently, the State, led by the Agency of Transportation (AOT), is in
the process of procuring a State-wide asset management system. AOT is working with the
Department of Buildings and General Services (BGS), the agency responsible for State
buildings and other agencies that manage capital assets of the State, to develop a system
that will assist the State to identifying each asset, quantifying the amount of deferred
maintenance and establishing replacement funding plans, establish priority funding
requirements and ultimately manage the assets more efficiently.

The State’s asset management system initiative builds on significant efforts have been
made in this area in the past. In 2009, the General Assembly charged the Treasurer and
AOT to prepare a report containing a long-term needs assessment for repair, maintenance,
and rehabilitation of bridges and culverts in the state with funding options for such long-
term needs. This ultimately led to the creation of the Special Obligation Transportation
Infrastructure Bond Program and the substantial leveraging of federal matching funds.
While this increased funding corresponded with transportation infrastructure funding from
other sources — namely ARRA and federal highway funds after Tropical Storm Irene — the
condition of the State’s transportation infrastructure has improved dramatically since 2007.
In particular, the percentage of federal, State and municipal bridges deemed “structurally
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deficient” decreased by half - from approximately 20% to approximately 10% - from 2007
through 2012.

The 2019 Capital Bill (Act 42), as amended by the 2020 Capital Bill Adjustment (Act 139)
appropriates proceeds of bonds for water quality projects. Projects include plans to
implement phosphorus control upgrades at municipal wastewater treatment plants. Other
projects include stormwater management, agricultural mitigation and remediation and
natural resources (rivers, wetlands, floodplains restoration and forestry) projects that are
necessary to comply with the Vermont Clean Water Act (Act 64 of 2015). The State has
identified a variety of revenue sources to dedicate to the effort, including municipal, state,
private and federal money. Since that enactment, the addition of two new state dedicated
revenue sources in 2020, 6% of the Room and Meals Tax and unclaimed beverage
container deposits (escheats), will result in less reliance on the Capital Bill for gap funding.
The amended capital bill appropriated $12.1 million in fiscal year 2020 and $13.9 million
in fiscal year 2021 to clean water initiatives, down from $21.9 million in fiscal year 2018
and $23.5 million in fiscal year 2019. The State may also use dedicated revenue bonds to
bridge the timing of the capital needs and available revenues.

As part of its discussions in 2014 and again in 2015, the Committee reviewed information
prepared by the Auditor of Accounts’ Office showing Vermont’s rankings on a series of
measures both of economic health and quality of life compared to other triple-A rated
states. Vermont scores quite well in most categories, and with respect to the economic data,
this is reflected in Vermont’s favorable rankings relative to other triple-A rated states based
upon several rating agencies’ assessments, with Standard & Poor’s in particular stating that
“Vermont’s quality of life and well-educated workforce provide economic development
opportunities.”

There is always a concern at the rating agencies when a state meaningfully enlarges its debt
program to ameliorate periodic economic downturns. The rating agencies will often advise
that long-term annual costs, in the form of higher debt service and frequently higher
administrative and operating expenses, can accompany such an increased debt program.
The Committee believes it is of critical importance to strike the correct balance between
infrastructure investment and economic growth on the one hand, and maintaining
affordable and sustainable levels of debt authorizations and capital spending on the other.

Implementation of Financial Reporting Webpage

In September of 2014, the Treasurer’s Office launched the State of Vermont’s Financial
Reporting Web Page. This page organizes, in one location, ten items that the National
Association of State Auditors, Comptrollers and Treasurers (NASACT) recommend that
state government’s provide for interim disclosure. NASACT represents the elected or
appointed government officials tasked with the management of state finances.

These ten items are: tax revenues, budget updates, cash flow, debt outstanding, economic
forecasts, pension and other post-employment benefits (OPEBS), interest rate swaps and
bank liquidity, investments, debt management policies, and filings made to the Electronic
Municipal Market Access (EMMA) system. The page may be accessed at:

https://www.vermonttreasurer.gov/content/cash/disclaimer
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At the time of publication, NASACT indicated that Vermont’s web page was the first
statewide reporting site incorporating all ten of NASACT’s recommendations, and at
NASACT’s 100" Anniversary Conference, Vermont’s State Treasurer received the
President’s Award for exceptional efforts in government financial management and
accountability, in part for her leadership in developing the disclosure web site. Delaware,
Georgia, Maryland, Massachusetts, Tennessee, Utah and Wisconsin have followed suit and
provided a respective website with NASACT’s recommendations.

(THIS SPACE INTENTIONALLY LEFT BLANK)
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8. APPENDICES

A. 2020 State Debt Medians (Moody’s Investors Service)

B. 2020 State Pension Medians (Moody’s Investors Service)
C. 2020 Fitch Ratings Credit Report

D. 2020 Moody’s Investors Service Credit Report

E. 2019 Standard & Poor’s Credit Report

F. Full Text of 32 V.S.A. 81001, Capital Debt Affordability Advisory Committee
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APPENDIX F



Title 32 : Taxation And Finance

Chapter 013 : Debts And Claims

Subchapter 008 : Management Of State Debt
(Cite as: 32 V.S.A. § 1001)

o §1001. Capital Debt Affordability Advisory Committee

(a) Committee established. A Capital Debt Affordability Advisory Committee is
hereby created with the duties and composition provided by this section.

(b) Committee duties.

(1) The Committee shall review annually the size and affordability of the net
State tax-supported indebtedness and submit to the Governor and to the General
Assembly an estimate of the maximum amount of new long-term net State tax-
supported debt that prudently may be authorized for the next fiscal year. The
estimate of the Committee shall be advisory and in no way bind the Governor or the
General Assembly.

(2) The Committee shall conduct ongoing reviews of the amount and condition
of bonds, notes, and other obligations of instrumentalities of the State for which the
State has a contingent or limited liability or for which the State Legislature is
permitted to replenish reserve funds, and, when deemed appropriate, recommend
limits on the occurrence of such additional obligations to the Governor and to the
General Assembly.

(3) The Committee shall conduct ongoing reviews of the amount and condition
of the Transportation Infrastructure Bond Fund established in 19 V.S.A. § 11f and of
bonds and notes issued against the fund for which the state has a contingent or
limited liability.

(c) Committee estimate of a prudent amount of net State tax-supported debt;
affordability considerations. On or before September 30 of each year, the Committee
shall submit to the Governor and the General Assembly the Committee's estimate of
net State tax-supported debt which prudently may be authorized for the next fiscal
year, together with a report explaining the basis for the estimate. The provisions of 2
V.S.A. § 20(d) (expiration of required reports) shall not apply to the report to be
made under this subsection. In developing its annual estimate, and in preparing its
annual report, the Committee shall consider:



(1) The amount of net State tax-supported indebtedness that, during the next
fiscal year, and annually for the following nine fiscal years:

(A) will be outstanding; and
(B) has been authorized but not yet issued.

(2) A projected schedule of affordable net State tax-supported bond
authorizations, for the next fiscal year and annually for the following nine fiscal
years. The assessment of the affordability of the projected authorizations shall be
based on all of the remaining considerations specified in this section.

(3) Projected debt service requirements during the next fiscal year, and
annually for the following nine fiscal years, based upon:

(A) existing outstanding debt;
(B) previously authorized but unissued debt; and
(C) projected bond authorizations.

(4) The criteria that recognized bond rating agencies use to judge the quality of
issues of State bonds, including:

(A) existing and projected total debt service on net tax-supported debt as a
percentage of combined General and Transportation Fund revenues, excluding
surpluses in these revenues which may occur in an individual fiscal year; and

(B) existing and projected total net tax-supported debt outstanding as a
percentage of total state personal income.

(5) The principal amounts currently outstanding, and balances for the next fiscal
year, and annually for the following nine fiscal years, of existing:

(A) obligations of instrumentalities of the State for which the State has a
contingent or limited liability;

(B) any other long-term debt of instrumentalities of the State not secured by
the full faith and credit of the State, or for which the State Legislature is permitted to
replenish reserve funds; and

(C) to the maximum extent obtainable, all long-term debt of municipal
governments in Vermont which is secured by general tax or user fee revenues.



(6) The impact of capital spending upon the economic conditions and outlook
for the State.

(7) The cost-benefit of various levels of debt financing, types of debt, and
maturity schedules.

(8) Any projections of capital needs authorized or prepared by the Agency of
Transportation, the Joint Fiscal Office, or other agencies or departments.

(9) Any other factor that is relevant to:

(A) the ability of the State to meet its projected debt service requirements
for the next five fiscal years; or

(B) the interest rate to be borne by, the credit rating on, or other factors
affecting the marketability of State bonds.

(10) The effect of authorizations of new State debt on each of the
considerations of this section.

(d) Committee composition.
(1) Committee membership shall consist of:
(A) As ex officio members:
(i) the State Treasurer;
(ii) the Secretary of Administration; and

(iii) a representative of the Vermont Municipal Bond Bank chosen by the
directors of the Bank.

(B) Two individuals with experience in accounting or finance, who are not
officials or employees of State government appointed by the Governor for six-year
terms.

(C) The Auditor of Accounts who shall be a nonvoting ex officio member.

(D) One person who is not an official or employee of State government with
experience in accounting or finance appointed by the State Treasurer for a six-year
term.

(E) The Legislative Economist or other designee of the Joint Fiscal Office, who
shall be a nhonvoting ex officio member.




(2) The State Treasurer shall be the Chair of the Committee.

(e) Other attendants of committee meetings. Staff of the Legislative Council and
the Joint Fiscal Committee shall be invited to attend Committee meetings for the
purpose of fostering a mutual understanding between the Executive and Legislative
Branches on the appropriate statistics to be used in committee reviews, debt
affordability considerations, and recommendations.

(f) Information. All public entities whose liabilities are to be considered by the
Committee shall annually provide the State Treasurer with the information the
Committee deems necessary for it to carry out the requirements of this subchapter.
(Added 1989, No. 258 (Adj. Sess.), § 1; amended 2007, No. 121 (Adj. Sess.), § 28;
2007, No. 200 (Ad;j. Sess.), § 25, eff. June 9, 2008; 2009, No. 50, § 31; 2013, No. 142
(Adj. Sess.), § 65.)
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